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is on the march 


The history of Continental “Red 
Seal’’ Engines is concerned with 
herculean tasks performed on 
behalf of industry and the 
nation’s progress. It was Con- 
tinental's reliable power that 
helped the auto industry attain 
its magnitude. More recently 
this same reliability has been 
powering the nation’s light air- 
craft into maturity. As should 
be expected, Continental’s 
famous “Red Seal” is part and 
parcel of the country's huge 
defense program. It is, how- 
ever, but a phase in Con- 
tinental’s onward march. Today, 
more than ever before, Conti- 
nental dependable power is 
reaching out into more and 
more fields, is being put to 
work on the many jobs America 
has to do—on the farms, on 
the roads, in the oil fields, and 
in industry at large. The finest 
of manufacturing facilities, 
manned by an expert and loyal 
personnel, directed by an alert 
management, and stimulated 
by mounting orders, are assur- 
ances that Continental is on the 
march as never before. 


{ontinental 
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igures. Dont Lie 


It’s TRUE that figures don’t lie—but 
in these topsy-turvy times they can 
be uncommonly misleading. Over 
the next few weeks the statistics of 
greatest interest to investors will be 
those of first quarter earnings. In 
a majority of instances, as well as in 
the aggregate, substantial gains over 
a year ago will be shown, despite the 
two increases made in corporate 
taxes in the interim. But, as the 
military experts say, the figures 
“will have to be taken with the 
utmost reserve.” 

The first reservation to be made 
concerns reserves set aside for taxes. 
Everybody knows a further boost in 
taxes is in the offing but the precise 
rates to be imposed are conjectural. 
Anticipating the increase, some com- 
panies will figure first quarter profits 
on the basis of a 30 per cent normal 
Federal rate. Others will apply the 
present rate of 24 per cent and make 
adjustments in subsequent quarter- 
ly reports or at the year end, on the 


basis of the new rates. Thus earn- 
ings of otherwise comparable com- 
panies in a given industry may not 
be comparable. 

Again, year-to-year gains in quar- 
terly earnings lose most of their 
significance, if not all, if the change 
can not be accepted as a continu- 
ing trend. Obviously, we can not 
in the present situation bank on a 
projection of earning power at the 
first quarter levels even though 
total business volume is certain to 
rise. This is because we don’t know 
what tax rates will apply to future 
earnings, how steeply operating costs 
will rise, to what extent selling prices 
will be restricted or controlled by 
new Federal moves, to what degree 
priorities will in some instances in- 
terfere with “business as usual.” 

Finally, all gains in first quarter 
earnings should be interpreted with 
some regard for change in volume. 
In the present war economy most 
business enterprises are up against 


a law of diminishing returns. That 
is, to maintain a given level of earn- 
ing power, larger and larger sales 
volume is required. Industrial pro- 
duction in the first quarter averaged 
nearly 20 per cent greater than in 
the first quarter of 1940. While 
total first quarter profits no doubt 
will be more than 20 per cent up 
from a year ago, the gain will be 
far less than would normally result 
from so great an expansion in vol- 
ume. While in 1940 a majority of 
companies earned more profit per 
dollar of sales than in 1939—exclud- 
ing merchandising, baking, dairy 
products, foods, beverages, tobacco 
and rubber products—this year a 
majority will earn less per dollar of 
sales than in 1940. 

About all the investor can tie to 
is the thought that enterprises suffi- 
ciently flexible and well-managed to 
have survived the difficulties en- 
countered since 1929 have a better- 
than-average chance of surviving. 
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The heavy industries are now literally swamped under an avalanche of 
business. New orders are being booked at a rate nearly double the 
highest reached in 1929. Backlogs are unprecedented and continually 
mounting. Capacity cannot be expanded fast enough to satisfy all 
demands... Result: industries not ‘essential to the defense effort will go 
on a meager capital goods ration, their equipment will depreciate faster 
than it can be replaced, a potential post-war demand will be built up. 
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The Trend of Events 


DEFENSE SPEED-UP... Although the defense program 
can not possibly be speeded as much as we would like 
over the crucial spring and summer season of this year, 
at a time when war developments are none too cheerful 
it is reassuring to emphasize some of the stronger aspects 
of our position. Chief among these is the fact that long 
months of intense and difficult preparatory work are 
now close to the point of bearing abundant fruit. We 
are within a very few months of mass production of 
armaments on a major scale. 

Mr. Knudsen last week told a House committee of 
the doubling of machine tool output in 1940, of tripling 
it this year; of production of 18,000 planes in sight for 
1941, and possibly 36,000 next year; of rapid increases 
in output rate of small and medium tanks. And so on. 

The production machine is far more vital than the 
product. Many cargoes of war goods for Britain will 
be sunk—but with the production machine in high gear 
we can replace them—and more—in short order. True, 
our ship output can not be expanded as rapidly as pro- 
duction of planes and most other armaments, but within 
a year this, too, will be in high gear; and even if the 
present high rate of sinkings is somewhat increased 
Great Britain will scarcely go under for lack of ships in 
the relatively short interim. 

At the very worst—a British collapse—we need no 


longer fear Axis aggression in the Western Hemisphere. 
We will be too formidable for that to have a chance. long 
before the Axis will be free even to consider it. And 
there is no need yet to fear the worst. Between them, 
the United States and Britain have a much better than 
even chance of continuing to rule the seaways of the 
world. If this is so, no matter how far the Germans 
range on land they will eventually be brought to heel. 
Land power has never yet vanquished sea power. Al- 
though German air power has importantly changed the 
equation, Nazi superiority here is also temporary. We 
and Britain are moving fast toward the most tremendous 
air power the world has ever known. Berlin will feel 
more of it before she feels less. 


WAGE-PRICE SPIRAL ... An inflationary upward 
spiral of wage rates and prices is now strongly under 
way. A rise of 16 per cent in hourly wage rates granted 
by one of the largest independent steel companies will 
inevitably be followed by the rest of the industry. Tex- 
tile workers in many mill districts recently obtained a 
10 per cent increase. In most cases strikes are being 
settled only by granting all or a major part of union 
wage demands. 

The index of 28 basic commodities compiled by the 
Bureau of Labor Statistics recently advanced to a new 
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high for the war period at 136.0, comparing with previ- 
ous high of 127.2 in September, 1939, and reaction low 
of 105.5 in August, 1940. All sub-groups in this index 
have reached new highs. Since the middle of last August 
foodstuffs are up a maximum of 38 per cent, industrial 
raw materials by 25 per cent. Wholesale and retail prices 
are rising, with the usual lag behind basic commodities 
and wage increases. 

The question is not whether we are going to have 
inflation. We are having it. On the whole the profit 
margin in business is not wide enough to absorb steadily 
rising wages and higher costs of raw materials, without 
increased prices to the consuming public. The only ques- 
tion now is how far the spiral will run. This depends 
less upon economic factors than upon the wisdom and 
firmness of Government controls. The Government cer- 
tainly has it within its power to restrict the spiral to 
smaller proportions than that of the World War period. 

Apparently little or nothing will be done to restrain 
wage increases, the high wage policy being similar to 
that in England. This being so, the Government must 
recapture an increasing proportion of labor’s rising in- 
come through taxes and defense borrowing to prevent 
it from resulting in a greatly inflated demand for con- 
sumer goods at soaring prices. An intricate problem of 
timing is involved. Full employment and a national in- 
come of 90 to 100 billions of dollars (of current purchas- 
ing value) are desired. But if 100 billions of income a 
year or two hence will buy only what 80 billions will 
now buy, we shall not be any better off. We are begin- 
ning to roll along at a potentially dangerous speed. The 
prudent course is gradual and progressive application 
of the brakes. Stopping inflation only after you have 
had too much of it is exceedingly painful and costly. 


BRITISH WAR EFFORT... The small minority of 
super-isolationists who said that lend-lease aid would 
mean that we would “hold the bag” for Britain should 
hang their heads in shame as they contemplate the 
recently announced British budget. 

It projects a war expenditure for the next fiscal year 
which is equal to fully 70 per cent of the nation’s normal 
income and to more than 50 per cent of the,present 
war-inflated national income. To finance part of these 
huge expenditures, the British people will pay income 
taxes ranging from 50 to 9714 per cent and reaching 
down severely to very low income brackets. 

Britain, in truth, is throwing all she has into the pot 
without stint and without complaint. Her foreign in- 
vestments, which normally bring in annually the equiva- 
lent of a billion dollars, are being sacrificed in large 
measure. Shipping routes important to her trade but 
not vital to war have been turned over to trade com- 
petitors. Maybe they can be regained after the war, 
maybe not. Churchill’s Britain is not counting the cost 
nor estimating the aftermath. They have literally gone 
all out for war. 

Sacrifice? Americans don’t know the meaning of. the 
word. Here we are bickering over wages and profits and 
fretting over the prospect that the normal income tax 
rate will be raised from 4 to 8 per cent. 


STRIKES . .. The turn for the worse in Britain’s for- 
tunes of war will certainly make American public opinion 
all the more intolerant of strikes in national defense 
industries. It is already exceedingly impatient, as every 
member of Congress knows from his mail. 

The handwriting is starkly plain upon the wall. Stupid 
and overambitious union leaders will either get wise very 
soon or have restrictive Federal legislation jammed down 
their throats. There is considerable evidence that ad- 
verse public opinion is already becoming effective, how- 
ever, for strikes have declined in number and importance 
over the past ten days and on the average are being 
more quickly settled. 

In all fairness it must be acknowledged that the blame 
is not solely that of labor organizations. A minority of 
“Old Guard” employers are still fighting the Wagner 
Law and conducting labor policy through their lawyers. 
The most serious strikes to date have been aimed at 
precisely this type of corporation. Maybe the Wagner 
Law is a bad law. Certainly it is a one-sided law. But 
it is the law of the land and the vast majority of em- 
ployers are abiding by it in letter and spirit. Those who 
are not have no more standing in the court of public 
opinion than have the obstructive labor leaders. 

It would be futile and unwise to pass a hastily writ- 
ten law or set up new machinery to deal with this situa- 
tion. We have plenty of law and an excess of mediation 
machinery—Federal and local—now. If these devices 
are not working well, why suppose that new ones would? 
What is needed is genuine fair dealing between labor and 
managements and a sense of patriotic responsibility by 
both. Moreover, both sides—and the Administration— 
would do well to reflect on the fact that it is public 
money which is meeting the payrolls in the armament 
plants. The managers of these plants and the employees 
are working for the Government. Fundamentally, they 
have no more right to stop production arbitrarily than 
the postmen have to halt delivery of the mails. 


FRENCH INFLATION AGAIN? ... While business in 
France stagnates and the disrupted status of the country 
prevents successful tax collections, currency circulation 
is alarmingly on the rise. Last year, the Bank of 
France increased its currency circulation by 68,000,000,- 
000 francs. German occupation and reparations de- 
mands are tragic, indeed, but nothing compared to what 
may come if Germany defeats Britain, thus winning the 
current war. 

At the end of the past year, the Bank of France had 
gold holdings of over 84,000,000,000 francs, compared 
with 97,000,000,000 frances at the end of 1939, but 
most of this probably would have to be turned over to 
Germany if she were completely victorious. As the in- 
flation specter rears its ugly head in France again, the 
German occupation authorities show no inclination to 
squelch it. Instead, it appears that the real aim is 
actually to produce a currency inflation in France similar 
to that which occurred in Germany after the World War. 

So the great critic of the Versailles Treaty already be- 
gins to reveal its hand on the “constructive” type of ac- 
tion it may be expected to take if victorious. 
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As J Seo JL! 


BY CHARLES BENEDICT 


WASHINGTON OR BERLIN? 


a in Europe show us plainly the risks we are 
continuing to run in dilly-dallying with regard to our 
position in this war. We have already taken so many steps 
against Germany that common sense should tell us 
there is no drawing back at this late date. If the Nazis 
win, they will make us pay for it if they can. 

Still, we continue to follow the practice of indirection 
in vogue among the hapless European nations under 
the thumb of Nazi might, and which is not at all suited 
to our position. The United States is a powerful country 
and if we insist on acting like a weak sister, we are only 
courting disaster. 

It is about time that we rid this country of the German 
agents and subversive elements that are attempting to 
destroy us from within and those who are supporting 
the Nazis financially and economically by every scheme 
and trick imaginable. 

And we should stop fooling 
ourselves about Russia, too. 
If we need any real evidence 
as to Russian intentions, we 
have it right here in this coun- 
try where the Communists are 
doing everything they can to 
throw a monkey wrench into 
our war machinery. Clearly, 


they are working hand and va eee 
glove with the Nazis. ore 4 tm 


rs . ; ry 
The friendship pact with = So eee 





‘ . es eS are 
Turkey and with Yugoslavia, ¥ \ et ee < 
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the rebuke to Hungary about HB rotee S44 
A amen 

which there has been so much os 

to-do, represent just another 

bit of camouflage—worthless 


pieces of paper, useful to Rus- 
sia alone in creating uncer- ae 
tainty as to her real position 
and aims, while enabling her 
to retain advantages detrimen- 
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large quantities of mechanized equipment in Western 
Africa and Libya were transported there by Admiral 
Darlan? We have just got to recognize that Hitler has 
Vichy France in his pocket, and that the United States 
is included in the French animosity against Britain— 
only more so—because we refused to risk war with 
Japan in defense of Indo-China. 

If the Germans are victorious in the Near East, the 
French fleet is bound to be used against the British. 
The swift success of the German blitz in the Balkans 
and in Africa came as a great surprise because the reports 
indicated that the British were fully prepared to push 
their way up from Greece in force, equipped with all 
the appurtenances of a modern war machine. The will- 
ingness of Greece and Yugoslavia to defy Hitler en- 
couraged this belief, as the realism of the astute Balkan 
leaders was well-known. Be- 
sides, it did not seem possible 
that Britain could afford to 
risk defeat and the possibility 
of its effect on the morale in 
the British Isles and on the 
attitude of Turkey and the 
Arab leaders who would hesi- 
tate to make definite commit- 
ments under such circum- 
stances. 

EVELT pays At the moment, therefore, 

{ the British position will receive 
‘AQ a psychological setback because 
3, of the fears of the future that 
are aroused by this situation— 
while the new Russo-Japanese 
agreement can further weaken 
the ties that Britain had made 
in the Arab world this last 
winter. 

There is every evidence that 
Turkey will not fight on the 


tal to us and useful to Ger- | official of oH er way, | side of the Allies; that in evacu- 
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What of Stock Prices Now? 


Further downward drift appears likely over coming 


weeks and we would favor partial investment buying 


only in the improbable event that the early future 
produces a very sharp break and an over-sold condition. 


BY A. T. 


== decline in the stock market must be weighed 
against the following summation of news developments 
bearing upon the war and the position of the United 
States: 

(1) Spectacular initial success by the Germans in 
their Balkan campaign. 

(2) Cancellation of Britain’s gains in Libya; pene- 
tration of the Egyptian frontier by mechanized Axis 
forces; further infiltration of Germans into French 
Morocco; strengthened Nazi threat to Suez, the Near 
East, Gibralter and all of north Africa. 

(3) Announcement from Moscow of the Russian- 
Japanese non-aggression pact, with official reaction from 
chief world capitals varying sharply as to its implica- 
tions in relation to the war in Europe and to future 
events in the Far East. 


MILLER 


In the United States the more significant recent de- 
velopments were: 

(1) Assumption of an American protectorate over 
Greenland. | 

(2) Re-opening of the Red Sea to American ships 
on action of the President. 

(3) Presidential request of Congress for authority to 
acquire ships of certain belligerents in our ports. 

(4) New measures of price control and intensified 
efforts to speed arms production and get it in British 
hands. 

Since forecasts on the war itself to date by even the 
best qualified military experts have been none too ac- 
curate, we have no intention of venturing into that field. 
We have no idea how long British-Greek forces can hold 
out in Greece or how effective may be the guerrilla tac- 

tics of scattered Yugoslav forces. 
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GROUP VARIATIONS ON CURRENT REACTION 


PERCENT DECLINE FROM APRIL § TO APRIL /2 


O INDEX 


We don’t know whether the British 
will or will not suffer an irretrievable dis- 
aster in Africa and the Eastern Medi- 
terranean. We don’t know how much 
or for how long Nazi efforts in the 
Balkans and Africa will interfere with 
their concurrent efforts in the crucial 
Battle of the Atlantic. We don’t know 
whether the real significance of Japan’s 
newly won Russian pact is military or 
diplomatic, although our hunch is that it 
is the latter. 

As for the Balkans, Hitler can not win 
his big war there and, indeed, can win 
very little that he did not already have. 
The entire region has long been very 
largely within the economic orbit of 
Germany. In any event Hitler will 
have to pay a considerable price for 
something he had expected to get for 
nothing. Assuming complete German 
success, even possibly within a matter 
of weeks, Hitler “wins” two more hos- 
tile populations that will have to be po- 
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Germany as well as to the in- 
vaded countries, will take many 
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the Administration is commit- L 
ted to a defeat of the Axis. The 1 
tactics to date have been to | . 
try to bring about this desired | 
result at the least possible cost; 
to avoid formal involvement in 
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make such involvement unlike- 





ly. It goes without saying that 
any major reverse for the British is a reverse for our non- 
belligerent aid to Britain policy—to that extent carry- 
ing us nearer to involvement in actual hostilities whether 
or not war is formally declared. 

In what has happened there is no such element of 
shocked surprise as accompanied the collapse of France; 
and potentiality for equivalent shock from future events 
has been substantially eliminated by months of psycho- 
logical adjustment to the grimmest contingencies. 
Hence, we do not fear a panic collapse in the stock mar- 
ket, and we think the absence of large volume liquida- 
tion on the current reaction to date is understandable. 

Nevertheless, the market—like the British Empire—is 
on the defensive; and it is not possible to predict how 
far the orderly, but persistent, erosion of values will go. 
As this is written, the industrial average is only a frac- 
tion above the low of February. 

It is possible, of course, that the bottom resistance 
level of February will hold; but we think the odds are 
against it, and anyway we would demand a convincing 
test rather than gamble on a hopeful assumption. Our 
weekly index of 290 issues—much more representative 
of the rank-and-file of the market than the industrial av- 
erages—has made a new low for the year by a small 
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fraction. Moreover, out of the 43 group indexes which 
we compile weekly, 20 groups have made new lows for 
the year or longer. These include the following: 

Agricultural implements, aircraft, air lines, automo- 
biles, motor accessories, building, copper and brass fab- 
ricators, dairy products, drugs and toilet articles, finance 
companies, furniture and floor coverings, liquor, ma- 
chinery, mail order stocks, non-ferrous metals, public 
utilities, rail equipments, steel and iron. 

Again, numerous important individual equities have 
made new lows, including American Telephone, Bethle- 
hem Steel, United States Steel, U. S. Gypsum, Inter- 
national Harvester, American Smelting, Chrysler, Gen- 
eral Motors, Caterpillar Tractor, Inland Steel, Mont- 
gomery Ward, Phelps Dodge and United Fruit. 

As for months past, the market responds more readily 
to bad news than to good. It takes more volume to put 
it up than to put it down. In the improbable event of 
a bearish blitzkrieg over the next fortnight, reducing 
values very sharply, we would favor partial utilization 
of investment funds, as outlined in our issue of February 
22. Assuming slower downtrend—which we believe like- 
ly over the next one to two months—there will be no 
need for haste on the buying side—Monday, April 14. 











Changing Investment Status for 


Equities, Preferreds and Bonds 


== speaking, there are two 
types of securities: (1) highest 
grade bonds and preferred stocks on 
which the continuity of fixed income 
return to the investor is as secure as anything human can 
be; and (2) all others. The latter present all degrees and 
shadings of risk, from very great to slight. 

Again broadly speaking, when a nation goes to war or 
prepares on a major scale for possible war the net ef- 
fect of the resulting economic and financial changes is to 
increase the risk factor in greater or lesser degree among 
the great majority of securities of type (2), with ex- 
ceptions only proving the rule; and to put securities of 
type (1) more or less on the defensive. 

Briefly considering the last point first, in a war econ- 
omy the tendency—whether strong or slight—is for in- 
terest rates to rise, correspondingly lowering the market 
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prices of “money securities.” There 
is also a tendency—it was strong in 
the World War period and is slight 
in the present war thus far—for the 
cost of living to rise, correspondingly reducing the pur- 
chasing power of fixed income. The interest rate factor 
affecting highest grade bonds and preferred stocks is a 
matter of concern to institutional investors. Both the 
interest rate factor and the cost of living factor are a 
matter of concern to the individual investor. 

Preferred stocks of highest investment quality are cur- 
rently priced at an average approximately 5 per cent 
under all time highs. Under better control, long term 
Treasury bonds are now less than 2 per cent under for- 
mer highs. The evidence of recent months suggests a 
probability that the long bull market in “money issues” 
has topped out. If this is so, the alternatives are gradual 
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additional decline or, excepting for possible temporary 
psychological shocks, a flattening out of prices along a 
plateau fairly close to present levels. 

No one can give a confident long-run answer—but for 
the purposes of the overwhelming majority of individual 
investors no answer is needed. For them negotiable 
“money securities” at present prices would offer very 
scant income attraction even if there were no doubt 
whatever concerning future prices. 

We speak of negotiable securities advisedly. The 
non-negotiable National Defense Savings bonds, on 
which the Treasury will soon launch a selling campaign, 
possess various features which should appeal to great 
numbers of conservative investors, quite aside from the 
patriotic motive. 

As concerns medium grade and speculative securities 
—whether equities, preferred stocks or bonds—under a 
war economy there develops a radical distortion of the 
normal relationship between market values on the one 
hand and corporate earning power on the other hand. 


Capitalization of Earnings 


Market values represent a frequently changing capi- 
talization of earning power, present or potential, arrived 
at by consensus—right or wrong—of investment and 
speculative opinion. Continuing earnings, obviously, 
are worth more than temporary earnings. This is one 
of the most influential reasons why, at any given time, 
individual equities show very wide variations in price- 
earnings ratios. And because of the exceptional uncer- 
tainty attaching to all corporate earnings in a war econ- 
omy, average market prices are abnormally low in re- 
lation to earnings and dividends. 

Both the duration and outcome of the war are un- 
predictable. The maximum levels of taxation that may 
be attained before the defense emergency ends are un- 
predictable and this question will be only partially and 
temporarily answered by the tax legislation to be drafted 
later this spring. The ultimate severity and economic 
effects of tightening Government controls—especially 
price-fixing and materials priorities—are unpredictable. 
The social and economic aftermath of the war are un- 
predictable. 

Under the conditions confronting us, the earning 
power of numerous companies will be reduced and the 
capitalization of the reduced earnings will also be low- 
ered. This applies especially to enterprises getting little 
or no gain in gross revenues out of the armament boom 
and characterized by relative rigidity of operating costs 
and selling prices. Examples include utilities, packaged 
foods, proprietary products. We can also expect lower 
earnings and lower price-earnings ratios for companies 
which have to give up an important percentage of 
profitable normal volume in order to concentrate facili- 
ties on less profitable armament business. Automobile 
companies constitute the outstanding example. 

Some companies with a very poor record of normal 
earnings are now making large profits on armament 
orders. In such cases there is simply no rational invest- 
ment basis upon which profits can be capitalized—which 
explains why some stocks are now priced at only three 
to five times 1940 earnings per share. 

This is not to say that the average level of the market 
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FOUR CONSUMER GOODS STOCKS 


1914-1918 and for the years 1935-1936-1937- 
1939-1940. The stocks are Anaconda Cop- 
per, U. S. Steel, New York Air Brake and 
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American Steel Foundries. Similar com- 
parisons are made for a group of four con- 
sumer goods stocks, consisting of American 
Tobacco, National Biscuit, Sears, Roebuck 
and Woolworth. The most significant com- 
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The most pronounced difference is that price 
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earnings ratios for both groups were much 
lower in the World War period than now. 





Thus the price-earnings ratio for the four 
“war babies” was 26.5 in 1914, 8.6 in 1915, 




















2.23 in 1916, 3.47 in 1917 and 5.35 in 1918. 
This group commanded a _ price-earnings 








ratio of 7.78 in 1940—much higher than the 
World War average—but far under the ratios 











can not rise substantially. The development of a con- 
census that the war will last for a period of years and 
will end in a Hitler defeat could conceivably bring a 
marked change for the better. But the point we stress 
is that under war economy conditions it takes a much 
larger gain in earnings to bring about a given degree of 
appreciation—whether in individual securities or the 
market as a whole—than in time of peace. This is both 
because the continuity of earning power is abnormally 
uncertain and because the proportion of windfall war 
profits distributed in dividends is never as great on the 
average as in peace time. 

Although differing in detail and degree, the tendencies 
at work are generally similar to those which operated in 
the World War period. From 1914 to 1916, the latter 
year being the most profitable of the war period, ag- 
gregate earnings of industrial companies increased by 
415 per cent but industrial stock prices increased only 
73 per cent and the major part of this gain was wiped 
out in the early post-war depression. In the first half 
of 1914 industrial stocks were priced at an average 
of about 45, had earnings at the annual average rate 
of $3.29 per share and the average price- 





of 20.65 in 1936, 13.58 in 1937 and 20.43 in 
1939. 

Taking the first and last World War years, the four 
consumer goods stocks sold on an average yield basis of 
6.25 per cent in 1914 and a price earnings ratio of 9.88 
and in 1918 sold on a yield basis of 7.90 per cent and 
price-earnings ratio of 7.05. In 1936 the yield was 4.67 
per cent and price-earnings ratio of 21.7; in 1939 yicld 
was, 5.76 per cent and price-earnings ratio of 16.43, in 
1940 yield was 6.26 per cent and price-earnings ratio 
1S;11. 

Of course, there is no such thing as a “normal price- 
earnings ratio” for the market as a whole or for any 
groups of stocks. In large degree, the general level of 
stock prices represents a given state of the public mind. 
Even in times of peace this collective mind runs the 
gamut from excessive optimism to excessive fear. There 
is at least some tangible, statistical basis, however, for 
long-term changes in average-price-earnings ratios. 

For one thing, interest rates—the “going wages” of 
money—are radically lower now than in the World War 
period. Other things being equal, income-producing se- 
curities should command a higher price and a higher 
capitalization of earnings than (Please turn to page 50) 





earnings ratio was 13.77. In 1916 the av- 
erage price was 68, average net $16.95 and 
price earnings ratio was 4.04, 

The gain in “war baby” earnings per share 
was far greater than it is likely to be under 
present conditions—partly because share 
capitalizations then were generally smaller 
than now but mainly because profit margins 
on Allied war orders were very rich. Thus 
United States Steel earned nothing on its 
common stock in 1914, $9.96 in 1915, $48.48 
in 1916, $39.15 in 1917 and $22.10 in 1918. 
And while earnings for the four years 1915- 
1918 averaged just under $30 per share, divi- 
dends distributed to stockholders over the 
same period averaged only $9.70 per share. 

In the accompanying charts we trace av- 
erage earnings, dividend, yield and _price- 
earnings ratios of a group of four represen- 
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tative “war baby” stocks for the period 
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Evaluating I9AI Profits 


on Defense Orders 





BY PETER B. B. ANDREWS 


‘i incoming wave of defense orders gains 
momentum daily, but it still is not much more 
than a ripple compared to the tidal proportions 
it is scheduled to attain. While there have been 
contract awards of around $15,000,000,000 in the 
defense program to date, only about a quarter 
of this actually has been spent; disbursements 
by the Treasury in actual payment of defense 
bills are less than $4,000,000,000. Defense or- 
ders are saturating the American business struc- 
ture at a rate now of about $800,000,000 month- 
ly, but even this looks minor in the light of con- 
templated expenditures of over $40,000,000,000. 

Defense officials are aiming, of course, at all 
out speed and they are hoping to complete the 
program within the next two or three years. 
Analysis of the figures, however, show what a 
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collossal achievement such a result would be. 
To spend the aggregate contemplated in, say 
two years would require an absorption at a rate 
of more than $1,650,000,000 monthly. To pile the 
awards on our domestic economy in, say, three years 
would involve outlays at over $1,100,000,000 each month. 

Even with the “mere” $4,000,000,000 really spent to 
date, our country’s production structure is straining and 
creaking under the load. The never-again-attainable 
tradition that characterized the “great” year 1929 has 
been shattered to bits as the line of durable goods out- 
put breezed through the 1929 record to the current new 
all-time high. Total production now is running approxi- 
mately 17% above the 1929 peak, and as indicated 
above, our armament program has not much more than 
started. New orders for capital goods, in fact, are over 
80% above those of the 1929 top. 

Without going into the question of whether or not 
the program as contemplated can, or ever will be, 
carried out in full (and moot question it is, too), 
let us diseuss the billions already awarded and what 
profits might accrue from these tangible allocations 
to various American corporations. In this article we 
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carry two lists of companies: those with defense or- 
ders over $100,000,000 and those with $20,000,000 to 
$100,000,000. The tabulations are far from complete; 
the awards are so extensive and have included so 
many small companies that to list them all would 
take perhaps ten pages of the current issue of the 
magazine. 

The fast-moving nature of the defense program, too, 
may mean an overnight doubling or trebling of orders 
in individual cases over the amounts listed; this is so 
particularly because defense officials can now find very 
few additional manufacturers able to assume new con- 
tracts in large amounts for early delivery. Moreover, 
the totals listed are restricted to an aggregate of the 
formal contracts annotnced by the War and Navy de- 
partments. Numerous contracts are not announced 
publicly (or are increased without announcement), with 
the consequence that considerable understatement may 
exist in some of the figures shown. Then, too, records of 
British orders are kept confidential and are not included 
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Approximate Defense Orders 
(Over $100,000,000) 


Approx. Size 

Name of Co. of Orders 
IONS 653 oe ssc ccsnawatuuwecouionante $127,300,000 
RMI 6555 5. 5 Sos oa Scola SOE 1,048,700,000 


NINE 55.5. oie eect Sty ae i eet ea 150,100,000 
Consolidated Aircraft......................0000- 224,600,000 
Coamp Ghipbatlding. «ooo iccccccssesenss 123,300,000 
Curtiss Wright (Incl. Wright Aero)................ 621,900,000 
ey NS SCORE Eee cee 231,100,000 
en. a an 178,400,000 
NR orc g we ices GC6 sOeho aloe eoee 123,500,000 
IN onthe enicacn ob eee kes eet 146,300,000 
General Motors (incl. Allison Eng.)............... 307,300,000 
Ne oo oc. 0. = ows. 4. oieres duise arp 220,000,000 
Newport News Shipbuilding..................... 396,600,000 
New York Shipbuilding......................... 434,000,000 
North Ame ican Aviation....................... 132,800,000 
I a 266,200,000 
Seattle-Tacoma Shipbuilding..................... 182,800,000 
United Aircraft. ... .. pep Eie ne airtel eee ania a 211,100,000 
EE en ee cee Wt BER ne Gone ne 465,000,000 





in the totals. These in many instances may be larger 
than domestic orders. 

Last year the Big Four in the defense program were 
shipbuilding, aircraft, machine tools and steel. The 
major categories to date this year are shipbuilding 
$6,000,000,000 appropriated, $4,470,000,000 awarded; 
aircraft $3,120,000,000 appropriated, $2,500,000,000 
awarded; ammunition and explosives $1,800,000,000, ap- 
propriated, $1,000,000,000 awarded; industrial facilities 
$1,630,000,000 appropriated, $1,150,000,000 awarded; ar- 
tillery and small arms $1,440,000,000 appropriated, 
$600,000,000 awarded; cantonments, depots, posts, etc., 
$1,270,000,000 appropriated, $900,000,000 awarded. Ma- 
chine tools, steel, metals and numerous related industries 
will, of course, receive huge indirect orders from the 
above awards. 

This overwhelming aggregate of or- 


cial and economic events. The great Federal outlays 
are not gifts from the gods; they represent existing or 
potential payoff. The alarming rise in debt forces turn- 
ing to a large increase in taxes; in this word “taxes is 
the basis for anticipating an unusually sharp shrinkage 
in profit margins for 1941, as compared with 1940. 
Based on revenues from existing taxes, the Federal 
deficit for the next fiscal year appears likely to be $10,- 
000,000,000, this being after applying against current 
expenditures a tax yield of over $8,000,000,000, exceed- 
ing that of the highest yield of taxes imposed in the 
World War. Tax schedules which already exist take as 
much as 62% of increases in corporate income, and cur- 


rent reports indicate that a large part of any increase in F 
earnings is absorbed in taxes. Not only is the normal 7 


corporate income tax likely to be notched further up- 
ward (probably to 30%, from the current 24%), but 
there will be a strong stiffening of excess profits tax 
schedules, with the possibility, too, of an over-all blanket 
tax of some sort at the sales course. 

In the days of the Vinson Act, the earnings possibili- 
ties from a Government contract were easy to compute 
because of exact percentage limitations on profits from 
the business. The excess profits tax legislation of 1940 


replaced these restrictions as an automatic taker of un- | 
Recently enacted amend- | 


usual profits in any event. 


foyer 


ments to the excess profits tax law have eased the strain | 


on so-called “growth companies,” but these gains will 
be engulfed by a wide margin in the coming changes 
aimed at harvesting and threshing defense program dol- 
lars. 

Analysis of how greatly a company will benefit from 


the defense program orders it may have not only must | 
take into account the above highly important tax con- 
siderations, but such weighty factors as possible labor | 


troubles (higher wages, strikes, labor shortages) , priori- 
ties and competition for raw materials, higher prices for 





ders and potential orders and the enor- 
mous activity likely to grow out of them 
would mean tremendous profits, indeed, 
if it were not for the many prevailing 
and: potential influences destructive to 
profit margin. In the first place, the Ad- 
ministration feels (and perhaps rightly 
so) that our armament activity should 
bring no profit bonanzas. The large ma- 
jority of business men feel the same way 
on the matter, but, as pointed out by 
Irving S. Olds, chairman of United 
States Steel Corp., if the nation’s pro- 
ductive mechanism is to continue 
function effectively, the earnings of any 


Approximate Defense Orders 
($20,000,000 to $100,000,000) 


basic industry over the years should be 
sufficient to pay a reasonable amount to 
the owners, to attract additional capital 
and to permit retaining enough money 
to provide for technological progress 
and for future emergencies. 

A reasoned conclusion may be made 
that the Administration is by no means 
in favor of annihilating profits, but there 
is basis for apprehension over profits 
due purely to the natural course of finan- 
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Approx. Approx. 

Size of Size of 

Name of Company Orders Name of Company Orders 
American Car & Foundry (Incl. Carter Gulf Shipbuilding.................. $31,800,000 
Carburetor). . . Luea ceive - $67,600,000 ticscules Powder................0.. 59,000,000 
American Locomotive......... .. 43,000,000 Ingall Shipbuilding... . . mn 45,800,000 
American Woolen passe ose 41,300,000 = johnson, Draper & Piper............ 37,200,000 
Associated Ship Builders 35,700,000 =| ake Washington Shipbuilders....... 53,700,000 
Atles Powder.............. -- 28,000,000 | ockheed Aircraft.......... 45,900,000 
Sa (Incl. Standard 20,400,000 Los Angeles Shipbuilding........... 46,700,000 
Beech Alrereft re P 36,000,000 Manitowoc Shipbuilding............ 31,500,000 
Bell Aircraft ee 26,000,000 Moore Drydock............... 46,700,000 
Bendi ‘aid fit Packard Motor................... 70,400,000 

te endix Aviation. 63,700,000 

) enn deine 27,300,000 Procter & Gamble Defense Corp...... 28,300,000 
Nil coos ov vce ccc 90,000,000 Republic Aviation................. 63,200,000 
Colt's Patent Firearms. . ssscvscces £29/000;000 Senseo «ia da pera gupseind 
C lideted E ing (incl. Arun- Allis-Chalmers........ 45,000,000 
Cee eeegae Pee eeat 25,600,000 Sperry Gyroscope.................. 56,000,000 
Consolidated Steel Co... 92,400,000 Studebaker......................-. 83,700,000 
Continental Motors...... 45,300,000 Sun Shipbuilding... .... -+++++ 83,800,000 
Day & Zimmerman. . 34,500,000 IN yiies os 6 05 66 ssce's aloes 26,800,000 
Diemond T Motor...... 28,400,000 ‘Turner Construction Co.............. 68,300,000 
Eastman Kodek......... 21,500,000 Re RS ai 'snc oe pe nveseo 87,300,000 
Feirbanks Morse ' 24,700,000 Vultee Aircraft.............. 41,300,000 
Fairchild Aviation.................. 21,500,009 Western Cartridge.................. 24,600,000 
Geo. A. Fuller Constr. (& Merritt, Chap, Westinghouse Electric.............. 54,200,000 
DN iG ce Mo ceo kk + oe keRa eS 44,000,000 White Motor...................... 45,700,000 
Gnend Biails. 2. oc ccccicccceeses 53,600,000 Willamette Iron & Steel............. 25,000,000 
Grumman Aircreft..... 43,900,000 Yellow Truck...................... 92,800,000 
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Wide World Photo 
16 m.m. mortar field guns being inspected at Watervliet, N. Y., arsenal. 


raw materials, Government frowning on price advances 
of finished products, costs of expansion and the ques- 
tion of whether the Government or the company itself 
is financing plant expansion. On operations of a Gov- 
ernment-financed plant, profits reasonably may be ex- 
pected to be smaller than on a privately-financed plant. 
Many companies, in fact, are patriotically operating 
plants on the basis that such activity will result in no 
Joss and no profit to the company. 

The question, too, of how lend-lease arrangements will 
affect existing and future contracts for the British is of 
importance, also. On the new basis, such business will 
be handled through our Government, and, of course, no 
such fancy profits as were formerly available on this 
business will accrue on the coming contracts. This may 
mean a dropping in the profit margin from as high as 
20% to around 5% to 10%, representing the average on 
the general run of domestic contracts. The stratum of 
the defense program in which the company’s work fits 
must be considered, too. For example, the machine tool 
industry will be one of the first of the major industries 
to “top out,” as tooling up for the defense program must 
be completed as soon as possible. Plant 
likewise will fade out early; in fact, a long period of 
hungry years for this particular industry will follow the 
plant over-expansion necessitated for the current arma 
ment program. 

Applying this formula to specific companies, among 
which are listed some of the major beneficiaries of the 
defense program, let us take first Bethelehem Steel Corp., 
order books of which are choked with over $1,000,000,- 
000 of defense business. This is more than 1.6 times 
the total sales of the company in 1940 and over 12 times 
its net operating income for the year. It is questionable 
if the company can complete this amount of business in 
1941, since it operated at capacity throughout 1940 in its 
shipbuilding division (in which the majority of orders 
are concentrated), and not far from capacity in its regu- 
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lar steel operations. It must be remem- 
bered that these are defense orders only; 
normal commercial orders could easily 
account for $400,000,000 more business 
this year. 

We can thus be sure of record-break- 
ing sales in 1941. However, higher wage 
costs appear certain this year, and the 
company will have no “out” along the 
lines of raising prices. In fact, the 
NDAC has just issued domestic and ex- 
port schedules for iron and steel scrap 
and has set a definite ceiling on prices. 
Further such moves are imminent. The 
squeeze on profits is automatic. Strike 
troubles as an earnings drawback are a 
distinct possibility, too. The re-routing 
of British business through our Govern- 
ment as a result of the Lend-Lease Act, 
will take a further cut of profits, while 
the greatest profit shrinkage will come 
as a result of taxes. 

Carrying through on this typical ex- 
ample, if the formula is applied that the 
normal Federal tax be raised to 30%, 
from the present rate of 24%, and that 
the excess profits tax exemption be stiffened through 
the dropping of the earnings option to 75% of the 1936- 
39 carnings, compared with the present 95% (while the 
exemption under the invested capital option run down 
to 5% instead of the current 8%), the company’s 1940 
net income per share would have been approximately 
$10, rather than the actual $14.04 reported. The ques- 
tion now is: Will the company’s likely larger sales this 
year be entirely taken or more than taken by larger 
costs? All things considered, our answer is that we 
doubt if the company can show as much net income this 
vear as it did in 1940. 

The majority of companies with large defense orders, 
however, are likely, in our estimation, to top their 1940 
net income this year, but there will likewise be some 
which will not do so well. To use another example— 
Curtiss-Wright—which has the second largest aggregate 
of defense business on hand, the huge volume of orders 
and plant expansions carried out last year seem likely 
to be more than enough to counterbalance the forces of 
profit margin shrinkage. The company and its sub- 
sidiary will be one of those hard hit by relaying British 
business through our Government in consequence of the 
Lend-Lease (Please turn to 


act, but as page 53) 





Defense Spending Program 
(Approximate) 


Appropriations and Contract Authorizations: 





War and Navy.. $19,000,000,000 

Other Defense Agencies 1,000,000,000 

RFC and Export-Import Bank Loans . 2,000,000,000 
Estimates Now Before Congress for 1942 Fiscal Year: 

War and Navy. 10,000,000,000 

Other Defense Agencies 1,000,000,000 

Lease-Lend Act 7,000,000,000 

Supplemental War and Navy Estimates 750,000,000 

TOTAL PROJECTED EXPENDITURES. $40,750,000,000 
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The Strike Boomerang 


= Washington is playing a waiting 
game with the strike situation. President 
Roosevelt is waiting for the situation to get 
better through voluntary action and the 
operation of the National Defense Mediation Board, 
while Congress is waiting for the situation to get worse 
to. justify drastic legislation. 

Critics call it a confused state of official opinion and 
lack of positive leadership, but actually a very ticklish 
political game is being played. The administration is 
really worried about delays to the defense program 
caused by work stoppages—much more worried than 
most officials admit publicly. But it believes that anti- 
union employers and reactionaries in Congress are taking 
advantage of the rising public resentment against labor 
to block legitimate union demands and to advocate 
severely restrictive legislation. The administration does 
not want to play into the hands of these groups and 
there also are sound legal, social and economic arguments 
against much of the proposed anti-strike legislation. 

So the President and his aides and advisors are saying 
little, but are hoping that the threat of drastic action 
by Congress will scare both employers and unions into 
adopting a more co-operative attitude. If this political 
strategy fails to work, then Congress undoubtedly will 
take the bit in its teeth and put through some rather 
restrictive legislation, and the President’s record with 
labor will be unblemished. When Congress quit for a 
spring vacation it was definitely in a mood to crack 
down, and there are no indications that its temper will 
be any different when it really gets down to work again 
unless strikes in defense industries drop off suddenly. 

Public opinion polls and letters to Congressmen are 
running heavily against labor, blaming it for delays in 
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defense production. Administration spokes- 
men insist that actions by employers are 
also delaying defense, and there undoub- 
edly is truth in this but the public seems 
ready to take out its ire on labor unions. Pro-labor men 
in the Government lay the blame on misguided leader- 
ship and stupid public relations of many unions, and are 
trying desperately to bring about corrective action 
voluntarily. 

The National Defense Mediation Board has had a 
remarkable record of settling strikes during its short 
life and if it can keep up the good work all will be well. 
But many feel it is only beginner’s luck. In some cases 
the men have been induced to go back to work pending 
further negotiations, so the issues are not really settled 
and the procedure is not far from compulsory arbitra- 
tion. The Board is handicapped in many ways. It can- 
not act until the Labor Department admits it is unable 
to settle a strike. It has no power beyond that of its 
prestige and the personalities of its members. It has no 
advance set of principles as had the World War labor 
board. About all it can do is to ask the parties to avoid 
strikes by using other means of settling the argument. 
This may be enough. 

If not, something more drastic is certain to be imposed. 
Bills pending in Congress include many which are 
palpably unconstitutional and impractical, though they 
show the temper of the legislators. Some would make 
strikes illegal. Some states have tried this and dis- 
covered that there were strikes just the same and 
enforcement was impossible. Union men point out that 
forced labor is unconstitutional and that British experi- 
ence shows such legislation to be unworkable. Other 
bills would widen the Government’s powers to confiscate 
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a plant by permitting such action in case of a strike. 

Some labor men have been anxious for the Govern- 
ment to take over a few factories where defense orders 
have not been filled on schedule because of labor troubles, 
hoping that this would force other obstinate employers 
to accede to union demands. But more far-seeing labor 
leaders want no such action because then the Govern- 
ment would fix wages and working conditions and a 
strike in a Government plant would be mutiny. Or if a 
few test cases indicated that confiscation operated to the 
advantage of labor there would be dozens of strikes for 
the sole purpose of forcing confiscation. Not many 
people in Washington really want the confiscation power 
used. 

Suggestions that a “cooling-off” period be enforced 
before a walk-out are popular, but most of the pending 


bills on this subject do not provide any machinery for 
settling grievances during this period. Union leaders say 
the greatest causes of strikes is the inability of labor 
to get to management and talk things over in good 
faith, and that if machinery to accomplish this were 
provided the unions would voluntarily set “cooling-off” 
periods. 

If it comes to a show-down in Congress, the more 
drastic legislation probably will not get far, but any 
compromise will not be very pleasing to labor—nor to 
employers who refuse to deal with unions. Discussion 
of a workable plan revolves around such provisions as; 
no strikes except on a majority vote in a secret, super- 
vised election; no strike until every effort has been made, 
and publicly recorded, to settle the trouble by bargain- 
ing, mediation or conciliation, (Please turn to page 54) 





CAPITOL BRIEFS 


Selling defense to the country is the Administration’s 
biggest job right now. Officials complain the public 
doesn’t realize the size of the defense job, the gravity 
of the situation. Public must be shown that there can 
be no business as usual, that everyone must sacrifice to 
speed the defense program or else the nation is sunk. 
Roosevelt’s two recent broadcasts have stressed _ this, 
but the message hasn’t soaked in much, and more strong 
words will be heard 
shortly. Full realization 
of the situation by in- 
dustry and labor, it is 
felt, would eliminate 
many causes of delay, 
including strikes and 
what causes strikes. 


War or war-like ac- 
tion may be required to 
wake up the nation, in 
the opinion of some in 
Washington who think 
we can’t keep out of the 
war long anyway so we 
might as well do some- 
thing drastic or let some- 
thing serious happen 
now instead of later. 
This might take the 
form of severance of 
diplomatic relations with 
Germany and Italy, or use of the Navy for convoying, 
or letting a few U.S. ships go into the war zone and 
get sunk. 


Wide World 


Price control is practically inevitable, but will be post- 
poned as long as possible. Legislation is being drafted 
in readiness, though some think it could be accomplished 
by executive order. There have been several price 
scares and unwarranted increases, and voluntary meth- 
ods are in danger of breaking down. New plan will 
control margins of dealers and will not be confined to 
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Labor presents its most forceful argument. 


defense matertals. Officials now realize that their 
threatening methods have unexpected results; e.g., lum- 
ber prices were forced so low that many mills shut down 
and now means must be found to restore capacity 
output. 


Defense investigations in Congress are proceeding along 
various lines without co-ordination or definite goals. 
They are largely fishing 
expeditions and _illus- 
trate Congressional be- 
wilderment at what is 
going on and why. The 
probes probably will 
serve a useful purpose in 
preventing zealous but 
misguided actions from 
flying off at a tangent 
from the line of defense, 
and in checking objec- 
tionable trends and 
practices before they 
cause trouble. 


Spreading orders in the 
defense program is the 
biggest headache of 
OPM right now. Poli- 
ticians seeking local 
gravy can usually be 
disposed of, but they 
are a nuisance, but more serious is the difficulty in 
getting primary contractors to farm out pieces. Govern- 
ment doesn’t want to let separate contracts for various 
parts of an airplane, etc., nor does it want responsibility 
of telling a contractor what to farm out or what sub- 
contractors to employ. Yet the program requires full 
use of every available factory, and contractors may have 
to be virtually clubbed into finding ways of spreading 
their orders. When this is done it will end much of 
the political squawking about certain localities not get- 
ting enough defense business. (Please turn to page 54) 
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Diias Jones, average American, is becoming import com- 
modity-conscious of late. For years back, he has been 
reading about our own “problem of plenty” staples— 
wheat and cotton. Plowing under, benefit payments for 
curtailment, diversifying crops and the like have failed 
to slenderize these commodity surpluses. They have 
left the impression in many quarters that America could, 
if necessary, become agriculturally self-sufficient in all 
lines. It took a broadening of World War II to awaken 
John Jones rudely from his hitherto complacent lethargy 
into the realization that this country is a long haul from 
many of its most essential raw commodities; that unless 
the ocean freight situation gets better quickly before it 
gets worse (incidentally, highly unlikely), the inventory 
stock piles of staples here are going to have to serve 
double duty “for the duration,” particularly with gen- 
erally increased consumptive needs. 

Recent price advances in the import commodity group 
have focused attention thereon. They have also brought 
out some speculation as to possible Government price 
curbs in the near future. For the time being, price con- 
trols in imported commodities will probably be relegated 
to the background. Why? In many instances, these 
staples started their upturns from record low values, 
below even the hard-to-calculate native production costs. 
Pepper from the Netherlands East Indies and cocoa 
from Africa’s Gold Coast are two commodities that fall 
under this category. Secondly, ocean freights and war 
risk insurance on shipments doubled, tripled and even 
quadrupled in some instances since the outbreak of the 
war. In the case of cocoa, no less than 60% of the 
214-cent per pound increase from the low-point can be 
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The Squeeze 
In Import 


Commodities 


Higher Freight Rates and 
Insurance Chief Cause of 
Rising Prices 


BY RICHARD J. MAYER 


accounted for by increased freight rates and war risk 
premiums. 

Furthermore, there has been little to indicate con- 
sumer overbuying in imported commodities. Indeed, 
considering increased consumptive requirements in this 
country, inventories in many instances are far from 
reassuring. If, as seems most likely to shipping authori- 
ties, the war toll on vessels the next two years continues 
at its present pace (meaning the combatants sink ’em 
faster than Uncle Sam plus the air-strafed shipyards of 
England can turn ’em out) present freight rates may, 
in retrospect, appear penny ante. To a lesser degree 
perhaps, the same may apply to war risk premiums on 
ocean freights. Placing a price ceiling on commodities, 
landed here, upon which we are wholly or partially 
dependent, would hardly do the trick. In that case, 
freight increases would simply pare the price to the 
native producer, possibly to a point where his own return 
was so unremunerative that he would prefer to hold at 
primary points, rather than sell. Low prices in the past 
have provoked such holding movements in a number 
of commodities. 

A fourth reason why price controls on imported staples 
are unlikely at the moment is that the speculative 
inflation phase seems quite conspicuous by its absence. 
On March Ist, the average value of a futures contract 
of a dozen different commodities (imported and 
domestic) was $3,911, or 99.36% of the value of the 
spot contract of the same staples. On April 5th, the 
value of the futures contract of these dozen com- 
modities was $4,384. However, it was only 97.84% 
of the value of the spots on that date. It is traditional 
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what is ahead, should and usually do sell at premiums 
over spots. The fact that the reverse is the case today 
illustrates the preponderance of actual consumers, rather 
than speculators, that are generating the price increases 
now. 

Despite this buying, consumer holdings are not 
burdensome because of increased domestic requirements. 
For example, our tire manufacturers at the end of last 
October held an inventory in rubber equivalent to about 
four months’ needs. Since that time, rubber arrivals 
here were at a record pace—topped by 123,000-ton Janu- 
ary imports. Yet at the end of this past February, 
manufacturers’ inventories were down to 3144 months’ 
requirements. Actually, the tire makers had about the 
same or slightly more rubber on hand at end-February 
as end-October, but increasing consumption will necessi- 
tate a broader monthly tonnage allowance. 

Uncle Sam awoke to the realization of our import 
plight before John Jones did. Creation of the Rubber 
Reserve Co. (which has imported some 150,000 tons, 
214 months’ need for the industry at present speed, out 
of a goal of 324,000) and of the Metal Reserve Co. 
(which has bought 55,000 tons of tin out of a 75,000-ton 
total sought, as well as 200,000-odd tons of copper from 
South America) proves this awareness. However, in the 
case of both rubber and tin, the Government set forth 
maximum prices that it would pay and, since values 
have soared above such levels, it seems that such limits 
must be raised unless there is a general reaction in 
freights and prices or else a complete cessation of new 
acquisitions. Uncle Sam’s attitude on this score should 
be closely watched by consumers of such materials, since 
it may prove a definite clue to the attitude on price 
controls. 


Materials Needed for Defense 


One of the first chores of the National Defense Board 
was the compilation of a list of raw materials necessary 
for national defense. These were bracketed in three 
classes: 

First, strategic materials (defined by the Army and 
Navy Munitions Board as follows): “Those essential to 
national defense, for the supply of which in war de- 
pendence must be placed in whole or in substantial part 
on sources outside the continental limits of the United 
States; and for which strict conservation and distribu- 
tion control measures will be necessary.” Rubber, silk 
and tin were three of the better known staples on that 
list in which futures are traded. 

Second, critical materials (defined by the Army and 
Navy Munitions Board as follows): “Those essential to 
national defense, the procurement problems of which in 
war would be less than those of strategic materials, either 
because they have a lesser degree of essentiality or are 
obtainable in more adequate quantities from domestic 
sources; and for which some degree of conservation and 
distribution control will be necessary.” Hides and wool 
are two items on this list. At last count, the critical 
priorities list issued by the Office of Production Man- 
agement contained 219 commodities, of which at least 
half, however, are essentially finished military equip- 
ment for which civilian (Please turn to page 49) 
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The industrial might of the United States and Britain will 


eventually defeat the Axis—if our aid can be mobilized 


and got to the British in time. 


The Eeonomie Balanee of Power 


BY V. L. HOROTH 


jim twelve months from the invasion of Norway to 
the burning of Belgrade brought about a fundamental 
change in the conflict in Europe. From a contest for 
the balance of power on the Continent, the war has 
developed into a struggle for authority to rearrange the 
world according to either totalitarian or democratic 
principles. With all but seven Continental countries 
forced either by conquest or intimidation to submit to 
German domination, and with the active support of the 
Japanese Empire in the East, the odds favored the ulti- 
mate sway of the “new order” during most of the past 
fateful year. 

At first the only opposition to the spread of the totali- 
tarian violence came from the nations of the British 
Commonwealth, around which were gathered the Belgian 
and Dutch Colonial Empires and some fragments of the 
French Colonial Empire. But as the designs of the Axis 
Powers came to be better understood and as the neces- 
sity of common defense was realized, neutral countries 
gradually began to throw their lot in with the nations of 
the British Empire. Greece and Yugoslavia have become 
active belligerents. Turkey, Iraq and Egypt have 
proffered economic and political aid. Above all, the 
United States has thrown its tremendous economic 
potential on the scales by undertaking to give all help 
“short of war.” Most of the Latin American Republics 
are now ranging themselves behind the United States. 
Thus, there is gradually emerging a vast coalition of the 
countries supporting or sympathetic to existing economic 
organization of the world and the democratic way of life, 
even though many of them are not themselves parlia- 
mentary democracies. 

The purpose of this article is to appraise in a general 
way the economic potentials of this great international 
coalition in the making, and to compare its economic 
strength with that of the German organized Continent 
of Europe. Which is economically stronger: the non- 
European world (with the exception of Soviet Russia, 
Siam and the Japanese Empire) led by Great Britain 
and the United States with vast but scattered resources, 
or the compact, highly industrialized war economy of 
the Continent of Europe, striving hard to manage on its 
limited raw material and foodstuff resources? 
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The economic potential of a nation is a combination 
of many factors economic, and also geographical and 
social. Only a few of them can be measured, such as the 
national output of raw materials, foodstuffs and indus- 
trial goods, the most important of which the reader will 
find included in the accompanying tabulation. Such 
important factors, however, as the productivity of the 
labor force or the adaptability of the industrial structure 
of a country to war purposes can be only surmised, 
since they depend upon patriotism, social structure and, 
in general, upon the willingness of a nation “to work 
more and to consume less” in time of war. The total 
national income and the portion diverted to war offers 
perhaps the best basis for a comparison of the productiv- 
ity of the labor force and its discipline. The output of 
steel and other producers’ goods may serve as the best 
measures of a country’s ability to produce war materials. 
The reader will find these imperfect yardsticks, taken 
from various estimates, also included in the table, but 
since most of them are based on peace years, they should 
be regarded as relative rather than actual measurement 
of the strength of what we shall call “the democratic 
world”—the Allies, the United States and Latin Amer- 
ica—and “the totalitarian world”—the Axis Powers and 
the Japanese Empire with Siam and Indo-China. 

Beginning with a comparison of the output of raw 
materials and basic foodstuffs, the wide margin of the 
resources of the democratic world over the totalitarian 
is clearly obvious. Moreover, margin is likely to in- 
crease as the resources of the United States become 
more fully utilized. In the case of copper, for example, 
the democratic world controlled some 85 per cent of the 
world output in 1940. In 1941 the United States and 
the British Empire (with Belgian Congo) will together 
probably mine nearly 2,000,000 short tons of this basic 
metal—in addition to which some 500,000 tons will come 
out of South America—making a total production about 
as much per month as the entire totalitarian world has 
available per year. 

The leadership of the democratic world is likewise 
decisive in crude petroleum, with 61 per cent of the 
world output in 1939 being contributed by the United 
States alone. Crude rubber was all controlled in 1940 
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by the Dutch and British Colonial Empires, except for 
the 8 per cent produced in Siam and Indo-China. The 
supremacy of the democratic world extends to a number 
of other important non-ferrous metals, ferro-alloys and 
industrial raw materials not shown in the table. They 
controlled in the 1937-39 period about 96 per cent of 
the world output of tin, 84 per cent of the tungsten, 
78 per cent of the chrome ore, 97 per cent of the nickel, 
96 per cent of the molybdenum, 76 per cent of the lead, 
and practically all the world output of asbestos, vanad- 
ium and antimony. 

Almost 80 per cent of world cotton in 1939 and nearly 
75 per cent of the clothing wool were produced by the 
democratic bloc, which also controls practically the entire 
jute and sisal output, and such tropical staples as coffee 
and cocoa. 

There are, of course, important strategic materials in 
which the margin of the democratic world is not pre- 
ponderant. Their weakness in zinc is more serious than 
the figures of the mine output indicate, due to lack of 
sufficient smelting capacity. American zinc smelting 
capacity, however, is to be expanded by about 25 per 
cent, to over 900,000 tons, before the end of this year. 
In the case of aluminum, the output of the totalitarian 
world in 1939 was actually larger than that of the demo- 
cratic bloc, but this deficiency is being rapidly relieved. 
The aluminum-making capacity of American plants, 
which was some 328,000,000 pounds in 1939, is reported 
to have approached about 500,000,000 early in 1941, 
while by the middle of 1942 this capacity is expected to 
reach nearly 1,000,000,000 pounds. Magnesium is an- 
other strategic material in which totalitarian countries 
still have the lead. 

In the output of coal and lignite, the democratic 
countries exceeded in 1939 the totalitarian countries by 
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One must take into 
consideration, however, the fact that coal in Germany is 
not only a source of heat and power, but also an impor- 
tant raw material for gasoline, artificial rubber (buna) 
and numerous by-products which are obtained by the 


a margin of about eight to five. 


democracies in a more direct way. Germany, in fact, 
has been reported to be suffering from a chronic shortage 
of coal almost since the World War No. 2 began. 

In steel capacity—which has a most direct bearing 
upon modern warfare—the democratic bloc led the 
totalitarian countries in 1940, as shown in our table, by 
a margin of nearly two to one. Thus, despite the collapse 
of France and Belgium, the democracies still retain a 
lead over the totalitarian powers almost as great as the 
Allies during World War No. 1 had over the Central 
Powers. With the American capacity at over 40,000,000 
tons in 1915, the Allies, including Italy and Russia and 
Japan, had at their disposal about 56,000,000 tons, 
whereas the Central Powers, including the occupied 
Poland and Belgium, controlled a steel-making capacity 
of but 26,000,000 tons. 

Since last summer some disorganization of iron ore 
supply has handicapped the British steel industry— 
probably more than the actual bombings—and, as a 
result, steel scrap from the United States and pig iron 
from India had to be imported in large quantities. 
United States steel capacity, however, is likely to reach 
almost 90,000,000 tons before the end of this year, and is 
so enormous that any British shortage can be readily 
made up provided sufficient shipping space is available. 

German-controlled steel capacity, as a result of con- 
quests, is now practically twice as large as at the out- 
break of war. Moreover, capture of the Lorraine fields 
has removed all danger of any iron ore shortage, although 
the alloy steel situation is reported none too satisfactory. 

















To what extent the steel capacity in the occupied coun- 
tries has been brought back into actual production is not 
known, but judging by Belgium, where output of pig iron 
last October was less than half that of October, 1939, 
much of it probably remains unused. 

Other measurements of the national capacity to make 
war equipment, such as the index of producers’ goods 
output, and automobile production (extent of motoriza- 
tion) show even greater margins in favor of the demo- 
cratic bloc than does steel capacity. The number of 
metal workers in the United States (nearly 10,000,000 
in metal, machine and automobile trades in 1937) and in 
Great Britain and the Dominions (3,500,000 in 1937) 
was also more than twice as large as that of Greater 
Germany (4,750,000), France and Belgium (2,000,000) 
combined. 

As to the productivity of labor, a decline took place 
in all European countries during World War No. 1. In 
certain German industries, due to fatigue, insufficient 
food and raw material shortages, labor efficiency was 
said to have declined as much as 30 per cent between 
1914 and 1918. During World War No. 2 definite de- 
creases has already been reported from Italy and par- 
ticularly from Japan. Some fatiguing of workers and 
shortening of working hours has been known to take 
place also in Germany, where labor productivity prob- 
ably reached the peak at the outset of the war. The 
trend of productivity in the remaining German Europe 
can be only surmised, but sabotage, passive resistance 
and the rising unemployment in the Low Countries, 
Norway and Bohemia indicate that a full utilization of 
industrial capacity is far from being fulfilled. 

It is quite obvious from the above that the non- 
European world has probably a two-to-one margin over 


German Europe in raw materials and foodstuffs, and also 
in industrial plant. Moreover, the efficiency of this 
plant is rising in the United States, whereas on the 
Continent it has reached the peak. Dr. G. Colm of 
the U. S. Bureau of Budget asserts that in view of 
higher productivity of labor in highly mechanized indus- 
tries in this country as compared with Germany, it will 
be possible to accomplish in about three years the re- 
armament program that took the Nazis about 61% years. 

Why then has the totalitarian world still an advantage 
over the democratic world? The answer lies, in the 
first place, in the fact that the Axis Powers, including 
Japan, have definitely planned for war, and that a larger 
share of their national output is diverted into war 
purposes. Compare, for example, Germany where some 
70 per cent of the German national income is diverted 
into Government uses, with 50 per cent in Great Britain 
and less than 20 per cent in the United States. Secondly, 
Continental Europe has remained to a great extent “the 
workshop of the world,” particularly where special 
machinery and war equipment is concerned. 

The greatest weakness of the democratic world, how- 
ever, lies in the fact that its resources are scattered, and 
that foodstuffs and raw materials have to be brought to 
its industrial centers over long and exposed sea routes. 
Ships are needed also for the maintenance of the blockade 
and for armies. It is no wonder, then, that shipping is 
becoming the crucial link, and that the British have 
ceased to emphasize airplanes in the face of the growing 
urgency for ships. 

But the Germans, too, have their transportation prob- 
lem. To make the most of their limited economic re- 
sources they must keep their land transportation running 
efficiently. The campaign (Please turn to page 54) 
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ndus- ducers’ Alumi- Crude 
Steel trial Goods Railroad Coal& Copper Zine num Petro- Crude Cotton Wheat 
Output Capacity Capacity Freight Lignite Output Output Output leum Rubber Output & Rye 
1939-40 1937 1929 1937 1937 1940 1939-40 1939 1939 1940 1937 1938 
(000,000 (% of (% of (000,000 (000,000 (000 (000 (000,000 (000,000 (000 (000,000 (000,000 
1. t.) World) World) tonkilom.) tons) s. t.) s. t.) Ibs.) bbls.) m.t.) bales) bu.) 
United Kingdom (imeskeaien 13,500 10 11 28,000 244 ails 56 57 ye are ae 73 
Other British Empire................. 4,300 2 3 97,000 72 665 270 165 55 701 5.5 949 
Belgium and Dutch Colonies.......... ...... 1,000 2 150 says aa 62 548 ‘ ae 
Greece and Yugoslavia............... 100 ; rs 3,000 5 46 5 4 ee es 1 156 
PRUNES ob ook dna enesdseson ve 17,900 12 14 129,000 323 861 331 226 117 1,249 5.8 1,178 
United States and Possessions 60,200 35 59 526,000 451 907 643 328 1,264 eae 18.9 986 
Egypt, Turkey and Iraq Kiecletews 100 ead 19,000 3 10 oe ah 34 re 2.6 202 
ee 200 1 sae 21,000 4 470 51 see 305 20 3.1 400 
SS ee 78,400 48 73 695,000 781 2,248 1,025 554 1,720 1,269 30.4 2,766 
| ee 53 48 73 56 56 85 55 39 83 91 79 
Greater Germany*...... 25,250 13 14 83,000 273 35 234 410 5 722 
| RE ee ere yee 2,350 1 11,000 2 37 62 1 302 
Ph Sore ewries 5 8,400 5 3 34,000 46 66 110 405 
Other German Europe**............. 7,400 3 1 42,000 87 30 408 73 51 2 882 
German Economic Empire... .. 43,400 24 19 170,000 408 65 745 655 58 ‘ & 2,391 
aes nx co's’ epeee whens 500 eal Seer eect ics 7 38 13 2 pestle are ree 96 
Japanese Empire. . . F 6,300 4 1 17,000 63 80 61 50 7 ave a 55 
Indo-China, Siam cote 1,000 3 . 108 sry 
Total : ret er 50,200 28 20 188,000 481 183 819 707 65 108 4 2,462 
Percent of world. .... ign Pee 34 28 20 15 35 7 44 49 3 8 1 
World...... 147,000 100 100 1,237,000 1,385 2,650 1,850 1,433 2,077 1,393 38.7 


Sources: League of Nations Yearbooks, I. G. Farbenindustrie Bulletins, Automobile Yearbook, Agricultural Yearbook, Mineral Yearbook, Engineering 


and Mining Journal, International Rubber Regulation Committee, etc. 


* Including Austria and Czecho-Slovakia. 


** Belgium, Netherlands, Norway, Denmark, Luxemburg, Poland, Hungary, Roumania, Bulgaria. 
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1941 AIRCRAFT ROUND-UP 


Part I—Backlogs, Capacities, Expansion Plans 


BY WARD GATES 


O.: of the top beneficiaries of our armament program, 
the aircraft industry, labors under a mountain of unfilled 
orders to turn out airplanes with all speed, both for 
Britain and this country. In 1938, the industry’s out- 
put amounted to about one-eighth of a billion dollars 
in planes, engines and propellers. In 1939, it doubled, 
and in 1940 output jumped to over half a billion dollars. 
Business on hand approximates $4,000,000,000 and 
orders still are piling up. The program for the next year 
and a half aims at $3,000,000,000 worth of production. 

Last year 5,800 military planes were produced, but 
the present program calls for about 387,000 military 
planes, embracing everything from trainers to huge, 
four-engine bombers. Of these, about 21,000 machines 
are for the United States and 16,000 for the British. 
Deliveries are expected to be completed about the middle 
of 1942. More planes than this, of course, are wanted. 
The British indicate they may need 12,000 more 
bombers, and our own forces very likely will want at 
least this many more. As the war continues, the program 
must expand rapidly. 
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Actual carrying through of this program will be little 
short of a miracle of machines and men. Preparation 
for the program must constantly go on, with the least 
possible disturbance to current production. At the start 
of the war in 1939, the industry’s productive floor space 
totaled 10,000,000 square feet. It has risen about 
160% since then—to 26,000,000 square feet. In addi- 
tion, there are 20,000,000 additional square feet under 
construction and scheduled to be in operation by late 
summer. 

Labor to run the plants has been a difficult problem; 
building airplanes obviously requires a certain skill and 
the aircraft companies themselves have had to train 
their own shop employees, though more lately educa- 
tional institutions have been aiding. Housing the per- 
sonnel, too, has presented exceptional difficulties. To 
show how successful the industry has been in this respect, 
however, it had about 36,000 shop employees when the 
war started in 1939; now 185,000 skilled workers run the 
plants. By late summer the aggregate is expected to be 


about 382,000. 
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Now that much of the basic engineering work has been 
finished, the industry may be expected to move ahead 
rapidly. Few realize what a complex job airplane pro- 
duction is. A minimum of 14 months is required to 
turn out the original plane of a quantity order, since it 
takes that much time to complete the involved engineer- 
ing, construct the prototype, test it, and tool up for 
production. And then change orders present constant 
problems, reflecting the rapid obsolescence of fighting 
planes and the persistent scramble among nations to 
produce superior types. Even in the slow-moving World 
War, about 60% of the planes at the front were regularly 
obsolete, in an inferiority sense, because of the fast and 
continuing development of better planes. 

In our own country, new discoveries among the many 
producers of aircraft are resulting in frequent improve- 
ments; in a way, there is a certain competition here to 
produce better planes, though, of course, new inventions 
are made available for the common national cause of 
defense and aid to Britain. The various companies in 
the field and the types of planes they produce are detailed 
in a table of this article, with illustrations throughout 
showing some of the leading military planes being 
flown today. 


Keen Competition Produces Finer Product 


As an example of domestic competition, there has 
been during the past two years much discussion of the 
relative merits of air-cooled (United Aircraft) and liquid- 
cooled (Allison-General Motors) engines for high-speed 
pursuit planes. United Aircraft’s claim is that for air- 
planes of equal size and military effectiveness, the plane 
with the air-cooled engine will substantially equal the 
high speed of that with the liquid-cooled engine and 
will surpass it in take-off and climbing ability. This, of 
course, is interesting, but the only point we wish to bring 
out is that in spite of our great and potential gigantic 
production, competition and refinements within the 
industry itself will bring us some of the world’s finest 
planes, if not actually the best. 

Bottlenecks in production have developed and are 
bound to continue, even though green lights are flashing 
for the industry at every crossing, and it has first rank- 
ing as to priorities. Somewhere along the line shortages 
among the thousands of different materials and parts 
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that go into a plane will be incurred. As a plentiful 
supply of one needed material is obtained, the industry 
may run ahead with that until a shortage in something 
else is created. 

Among the various individual companies, Douglas 
Aircraft has the largest amount of unfilled orders per 
share, though on an actual order total basis, Curtiss- 
Wright leads with an aggregate of $622,000,000 defense 
orders. Curtiss-Wright’s total, as a matter of fact, is 
the second largest aggregate of defense orders of any 
corporation in the country, regardless of product. As 
will be seen from the table on Backlogs, Capacity & 
Expansion, however, the company has so many shares 
of common stock outstanding that the unfilled orders 
per share boil down to $84. This is without regard to 
the preferred stock outstanding; including preferred stock 
in the total, combined per share amount of unfilled orders 
would be $72. 

Analyses must carry much further, of course, than 
mere unfilled orders. In the same table, the square feet 
of floor space for each company is noted. As a point of 
interest, for example, it will be found that for all its 
great unfilled orders per share, Douglas has only around 
2,000,000 feet of floor space in plants—a substantial 
figure, to be sure, but small in relation to the business 
on hand and therefore representing something of a limit 
to earnings expansion. It will be observed, however, 
that in every instance the figures show heavy expansion 
contemplated. Douglas is jumping its floor space and 
doubling its employment total. Many companies are 
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Brewster Fighter 


in 100% expansion programs or greater, and some of 
these expansion programs themselves will not be com- 
pleted before the end of this year. Analyzing unfilled 
orders per share relative to contemplated square feet of 
floor space, comparatively the most attractive situations 
purely on these bases are Bell, Consolidated, Douglas 
and Martin. These conclusions, however, must be 
weighed in the light of conclusions made in Part II of 
this article, which deals with shipments, profits and taxes. 

Our tables show that automotive companies already 
are participating heavily in the aircraft program. 
Allison Engineering (division of General Motors), with 
$307,000,000; Buick (also General Motors), with 
$91,000,000; Ford Motor Co., with $122,000,000; Packard, 
with $217,000,000, and Studebaker, with $33,000,000, are 
the principal holders of large aircraft contracts among 





the automotive companies. Before long 
Packard will be delivering its first shipment 
of Rolls-Royce engines, Ford and Buick will 
be turning out Pratt & Whitney engines 
and Studebaker the Wright Cyclones. 

The automotive companies, however, 
have found it necessary to build new plants 
for aircraft work, reflecting the unsuit- 
ability of actual automotive plants. One 
automobile company, for example, found 
that only three per cent of the tools in its 
factory can be used for the work; even some 
of these were torn up and shipped back to 
the manufacturers for redesign. This same 
company found that none of its 10,000 
employees was capable of building airplane 
engines without new training. 

Outstanding among plans for converting a 
good part of automotive capacity to air- 
plane production is the Knudsen Plan. This 
calls for gearing all available facilities to 
provide maximum aid to the aircraft in- 
dustry. Its aim is the establishment of large assembly 
plants (meanwhile, the Government is building four 
of them), operated by aircraft producers who would 
assemble into two-engine and four-engine bombers the 
parts and sub-assemblies built by the automotive indus- 
try and its subcontractors. Some authorities believe the 
motor car manufacturers may be able eventually to 
build 40% of the component parts that go into planes, 
but only after considerable preparatory work. 

Such preliminary work goes on rapidly. Automotive 
engineers and key personnel are visiting and studying 
aircraft plants to learn the aircraft building art. And 
aircraft engineers and key personnel are visiting motor 
car plants to determine by what methods the auto- 
mobile industry may render most effective assistance to 
the aircraft production program. Optimism over what 





AIRCRAFT—Backlogs, Capacity and Expansion Contemplated 





Approximate Approximate Approximate Unfilled Square Feet Square Feet Approximate Approximate 
Preferred Common Current rders Floor Space Floor Space Tota Employment 
hares Shares Unfilled Per Common as of Jan. Contemplated Employed Contem- 
Company Outstanding Outstanding Orders Share 1, 1941 (Approximate) Jan. 1, 1941 plated 
Allison Engineering......... Controlled by General Motors $307,000,000 ae 750,000 1,150,000 10,000 15,000 
OME IIE gc heiacevas ) cadences 400,000 36,000,000 $90 275,000 575,000 1,900 5,000 
MOM acacacceeced | wcwhee ous 250,000 62,000,000 248 435,000 800,000 5,000 12,000 
DOGINEINMEMBND. Giscicccsast © eatpivisree’es 1,082,000 200,000,000 184 1,500,000 3,000,000 10,300 25,000 
Brewster Aeronautical....... = ......... 519,000 103,000,000 198 800,000 1,200,000 7,000 14,000 
Consolidated Aircraft........ 23,820 579,000 325,000,000 560 1,700,000 3,100,000 13,900 30,000 
Curtiss-Wright Corp....... : 1,159,000 7,432,000 622,000,000 84 4,180,000 8,097,000 30,000 90,000 
WOM NNR ooo ciccecces  eaweannes 600,000 350,000,000 583 1,875,000 3,200,000 20,000 40,000 
FOES MOIEO occciccceen oe eencmes 337,000 22,000,000 65 113,000 225,000 1,700 3,000 
Ford Moter Co... 22.6005... Private Company 122,000,000 wee, | “Seeretteres 600,000 ~—iwi...... 10,000 
Grumman Alreraft.......... se ceecces 508,000 60,000,000 118 400,000 1,000,000 1,800 6,000 
Lockheed Aircraft.......... 9.2 eeeeeee 1,000,000 270,000,000 270 1,400,000 2,800,000 20,400 48,000 
eS | re 1,097,000 350,000,000 320 1,663,000 3,800,000 16,800 42,000 
North American Aviation.... ......... 3,435,000 210,000,000 61 1,000,000 2,000,000 8,200 25,000 
PRMEIEROME. COescicikass § SoXedeken 15,000,000 217,000,000 8  <teaauenes 1,300,000 _.......... 14,000 
Republic Aviation.......... 200,000 982,000 63,000,000 64 230,000 1,200,000 2,500 10,000 
Ryan Aeronautical.......... 0 ©... 2.0 375,000 12,000,000 32 160,000 257,000 1,600 2,500 
WaOE FE isccicecce Kee ces ess 2,657,000 425,000,000 160 1,800,000 2,600,000 20,000 30,000 
WYNN PUN ccsccccecs “awtenaccess 750,000 93,000,000 124 1,000,000 1,700,000 6,500 18,000 
* Affiliated with Aviation Corp. 
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the automotive industry can do is found in the fact that 
aggregate assignments for airplanes or parts to the auto- 
motive and auto parts industries now exceeds $1,000,- 
000,000. Automotive accessory companies are much less 
likely to be disrupted by the aircraft program than the 
automobile companies themselves; to many, in fact, it 
will mean the largest sales and earnings in their histories. 


Part Il—Sales, Taxes, Profits, 
Market Ratings 


The above-described picture of a boom in operations 
of the aircraft industry is far less impressive in the profit 
end than in the sales division. True, the industry is 
perfectly situated as to priorities; in fact, it is for avia- 
tion and other armament industries that priorities have 
been instituted, and their application has the double- 
barreled favorable effect of making materials available 
and keeping prices of these materials relatively low. 
Nevertheless, there are a number of factors converging 
into a strong squeeze on profits. 

For example, as deliveries to our Government advance 
in proportion to the total, the profit margin will decline, 
since the margin on foreign business is much larger 
than on domestic business. Margins on U.S. business 
range from 5% to 12% actually, whereas on export 
orders such margins run closer to 20%. The somewhat 
more profitable commercial work has béen virtually cut 
off, too, since military planes have first call under exist- 
ing priority agreement. Lend-lease aid to Britain in- 
volves clearing their orders through our Government— 
quite likely on the same comparatively narrow-profit 
margin basis as domestic business. The fact that final 
assemblies in a big part of plane output later this year 
will be in new plants being built with Government funds 
and operated on a fixed fee basis by leading aircraft 
companies likewise is an indicator of narrowing profit 
margin, 

Labor problems are likely to be disturbing, but more 
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from the standpoint of inadequate sup- 
ply, rather than strikes and similar dis- 
turbances. Aircraft construction is so 
much in the public eye as part of the 
defense backbone that it is doubtful if 
a strike in the industry would be long 
permitted. In fact, union development 
itself has been very slow in the indus- 
try to date. Just this month, the UAW- 
CIO obtained the first check-off in the 
aviation industry, contracting with the 
Brewster Aeronautical Co. Wages, now 
rising, are headed for still higher levels. 

In any event, somewhat higher ma- 
terial and labor costs may not be as 
heavily restrictive factors as in some 
other industries, in that the aviation 
industry generally sees to it that pro- 
tective clauses are obtained with all con- 
tracts. The result is that advances in 
labor costs are added to price of the 
planes on delivery. One minor catch 
here, however, is that such clauses are 
based on labor law averages published: 
by the Department of Labor, and not 
on the real wages paid at the plant. Possible material 
cost advances are covered, too, through virtually imme- 
diate protection on firm reception of the contract. 

Aside from the possibility of the Government making 
a full emergency absorption of the entire industry (not 
imminent), taxes represent the most depressing factor 
in the aviation earnings outlook. Current talk runs 
to a Federal normal tax this year at a 30% rate, 
compared with the old 24% rate. Moreover, the ex- 
cess profits tax exemption may be dropped in the 
average earnings option to 75% of the 1936-39 fig- 
ures, compared with the present 95%, while the exemp- 
tion under the invested capital option may run down te 
57% instead of the current 8%. Taking the option most 
favorable to the particular company and refiguring the 
company’s 1940 net income to show the effect of these 
new deductions, Bell Aircraft would have earned 67 cents 
a common share, rather than the $1.14 per share re- 
ported; Consolidated Aircraft $1.62, rather than the 
$2.30 reported; Curtiss-Wright $1.05 vs. $1.81 actual; 
Fairchild $1.35 vs. $1.92; Grumman $1.87 vs. $2.79; Lock- 
heed $2.65 vs. $3.17; Martin $3.70 vs. $4.94; North 
American $1.55 vs. $2.06 and United Aircraft $3.75 
VS. $4.95. 


Excess Profits Tax Changes Help 


Recently enacted amendments to the excess profits tax 
law have eased the strain on the aircraft companies to 
some extent, as may be gleaned from the following cal- 
culations. These show the estimated excess profits 
exemption (on the 1940 basis, not on prospective 1941 
changes) under the 1940 law and on the new basis of 
recent amendments favoring growth companies through 
the potential obtainment of concessions from the Bureau 
of Internal Revenue for income abnormalities. On these 
grounds Consolidated Aircraft’s latest exemption would 
run up to $2.40 a share, compared with the former basis 
of $1.25 a share; Curtiss-Wright would be 35 cents vs. 
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25 cents; Douglas $10.25 vs. $6.70; Fairchild $1.25 
vs. 65 cents; Grumman $1.65 vs. 80 cents; Lockheed $2.50 
vs. $1.50; Martin $3.50 vs. $2.25; North American Avia- 
tion $1.85 vs. 65 cents; United $3.40 vs. $1.75. 

Percentage of net income to sales, as detailed in our 
tabulations, is surprisingly high in some instances, the 
highest being North American Aviation at about 19.5%— 
covering the 1940 ratio. Martin is next with its net 
income at 18% of sales. Douglas has a 17.8% ratio, but 
it is noteworthy that this net income is on a fiscal year 
basis (year ending November 30), and thus did not 
show the excess profits tax for 1940, which would of 
course have cut earnings materially. With respect to 
some of the high earners, such as Martin, Douglas and 
North American, there is unlikely to be a repetition of 
this exceptionally favorable ratio this year for the vari- 
ous reasons enumerated previously as narrowing the 
profit margin. Particularly prominent among these is 
the fact that British orders—representing far larger profit 
possibilities than domestic orders—will now, as a result 
of the Lease-Lend Act be re-routed through our Govern- 
ment, on the same restricting profit basis as business 
with our Army and Navy. 

It will be noted that in our tables we assign both tax 
ratings and market ratings to the various aircraft com- 
panies. As to the basis for these ratings, our reasoning 
runs that the important thing for investors is not the 
total amount of taxes that a company may pay, but net 
earnings after taxes. One company, for example, may 
be liable to heavy excess profits taxes and still have net 
earnings substantially larger than its past average. An- 
other may pay no excess profits tax and yet have earn- 
ings under past averages. On this logic, the tabulation 
includes a “Tax Rating” based on our judgment of each 
company’s general earnings potentiality in relation to 
higher taxes. The chief considerations are volume out- 
look and operating flexibility and inflexibility. The 
numeral I is the most favorable rating, II a fair or 
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medium rating and III the least favorable rating. 

Similarly, the letters A, B, C, D and E indicate our 
judgment of the basic investment quality of each secur- 
ity, based on earnings and dividends record, financial 
strength, management, trade position, growth prospect, 
operating flexibility, etc. A stands for high grade; B 
good; C medium grade; D marginal; E low grade. The 
numerals 1, 2 and 3 indicate current earnings trend; 
1—upward; 2—steady and 3—downward. The earnings 
trend is upward in the instance of every aircraft 
company. 

Boiling down preceding data, including charts, tables, 
editorial comment and all other research we have con- 
ducted in connection with this survey of the aircraft 
industry, it is our belief that the outstanding holdings in 
relation to current price are Bell, Consolidated, Douglas 
and United Aircraft. These stocks may be considered 
reasonably attractive as a speculation on continuation 
of the war or of our armament program, but we wish 
strongly to emphasize that any purchases should be co- 
ordinated with our general market advice as given in 
each issue by A. T. Miller. 





Part IIl—The Post War Prospect 


In preceding sections we have purposely refrained from 
discussing the air transport industry, since our April 5 
issue treated this subject in detail. Nevertheless, any view 
of the post-war prospect inevitably touches in some way 
on commercial air transportation. So great do some au- 
thorities believe the outlook for air transportation that 
it is considered as one of the outstanding industries likely 
to help take up the inevitable economic slack which will 
materialize on the war’s end. 

After the war, feeder systems should develop rapidly, 
and ultimately every sizable community in the United 
States will be part of the great air transportation net- 
work, largely through the feeder system. The field of 
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air freight, the surface of which scarcely has been 
scratched, is likely to see tremendous development. Last 
month, four airlines—American Airlines, Eastern Air 
Lines, Transcontinental & Western and United Air Lines 
—formed a new company, Air Cargo, Inc., to survey 
completely the prospects for transporting freight and 
express by air. 

The accompanying chart shows the mushroom-like 
growth of civilian planes in recent years. The current 
civilian-plane total of more than 17,000 units exceeds all 
previous highs impressively, but it is a mere beginning 
of the civilian aircraft boom. Builders of small planes 
for private owners, now turning out 800 ships a month, 
should find their market sharply expanded after the war. 
Civilian aircraft production last year reached 6,870 
units, a gain of about 100% over the 1939 totals. Around 
6,000 were in the light plane class, principally using 
motors of 65 hp. The Government’s Civilian Pilot Train- 
ing Program resulted in approximately 25,000 youths 
learning to fly last year. 

It has been estimated by the Aeronautical Chamber 
of Commerce, moreover, that if the war lasts two years 
more, several hundred thousand pilots will have been 
trained. Many of these will not want to stop flying 
when the war ends. Their flight training will have 
presented them with a new field which many will enter 
for a livelihood. This very likely will result in the forma- 
tion of many new aircraft and air line companies, and 
other companies devoted to the numerous activities 
involved in the field of aviation. 

Some of our far-sighted pioneers of the air transporta- 
tion industry envisage an era when some 50,000 com- 
mercial transport planes (there are now about 450) will 
be in service. There will be a world-wide market for 
these, and our manufacturers are expected to capture 
a good part of it. Even such imagination-staggering 
pictures are being drawn as giant dirigibles several 
thousand feet long which will stay in the air for years 
at a time, be able to circumnavigate the globe and receive 
shuttle service (supplies, cargo, etc.) from the earth by 
small planes. 

Getting down to practicalities, however, the war, with 
its expenditures of untold billions of dollars for aircraft, 


should bring many improvements in flying machines, 
Speed, useful load and range will be increased, making 
aircraft operations more economical. And, most impor- 
tantly, nations are not likely to dismantle their air forces 
after this war. As a matter of fact, the lessons of the 
current conflict will be so vivid for years to come that 
the air forces probably will be maintained with the con- 
sent of the people in the same way that fire and police 
departments are maintained now. 

The field of international air transportation should 
expand rapidly in the future days of peace. Merchant 
fleets of the air, operating under many flags over every [ 
ocean on various trade routes will be competing for [| 
trade in much the same manner as steamships did before 
the war. Western hemisphere unity will make for greatly 
increased air travel between the United States and all 
of our Southern and Northern neighbors. For an inkling 
of the possibilities, it is noteworthy that tractors are 
reported already to have been flown as air cargo to South 
America. It is reported, too, that a 600-gallon fuel oil 
transport plane has been constructed for servicing Nica- 
ragua mining areas. 

Though air transport companies naturally are having 
difficulty in getting all the equipment they need, they 
nevertheless are continuing to be supplied on a substan- 
tial scale, in spite of the pressure for military planes. 
Following the thought of Col. John H. Jouett, President 
of the Aeronautical Chamber of Commerce of America, 
experience has taught us that technical development and 
production of new models of transport equipment is 
necessary in order that we may keep pace with technical 
developments of transport planes. That is essential if 
we are not to be surpassed by foreign competitors. 

Even now the warring nations are maintaining intense [ 
technical development of transport planes. At the same [ 
time they are building up great fleets which may be our 
competitors in the air shipping world of the future. 
Most noteworthy is the fact that none of the countries 
abroad are giving up their air transport programs, and 
all have an eye on the coming greater era of the com- 
mercial airplane. 

With a view to benefitting from this, most of our 
leading domestic producers (Please turn to page 55) 





AIRCRAFT—Deliveries, Taxes, Profits, Ratings, Etc. 


1940 1940 1940 Yo of 

Total Total Net Net to 
Company Sales Taxes Income Sales 

Beech Aircraft (S).......... $2,345,255 $17,714 $68,193 2.9% 
errr rr 5,188,000 91,500 284,745 5.5 
Boeing Airplene........... 19,390,718 188,812 374,655 1.9 
Brewster Aero............. 10,112,301 129,503 280,057 2.8 
Consolideted Aircr........ 9,349,550 104,022 1,400,645 15.0 
Curtiss-Wright Corp. . 138,720,151 27,885,936 15,746,874 11.4 
Douglas Aircraft(N)........ 60,970,774 2,567,853 10,831,971 17.8 
Fairchild Aviation......... 3,779,091 490,226 648,698 17.1 
Grumman Aircraft.......... 8,811,294 1,008,395 1,415,964 16.0 
Lockheed Aircraft.......... 44,936,595 2, 050 3,165,676 7.0 
Martin (G. L.) Co........... 30,663,337 3,020,500 5,424,490 18.0 
North Amer, Avia.......... 36,862,514 2,992,000 7,090,366 19.5 
United Aircraft............ 126,754,830 8,902,264 13,139,983 10.3 


S—Year ends September 30 (not subject to excess profits tax for last fiscal year. 


*This is the estimated exemption per share, taking into account recent amendments favoring growth companies (1940 base). d-Deficit 


Earned Per Div. Pd. Per *Excess Ratings 
are hare ProfitsTax Tax Recent 
1939 1939 1940 Exemption Rtg. Rtg. Price 
d$0.25 $0.17 $0.25 il D-1 4%, 
0.04 1.14 1.00 I Cc-1 1814 
d4.55 0.35 paw inate 0.50 ul C-1 1314 
0.02 0.54 $0.20 $0.25 0.50 ul C-1 1% P 
1.79 2.30 2.00 2.40 \ C-1 24% | 
0.39 1.81 vies 0.50 0.35 i} B-1 8 
4.81 18.05 3.00 5.00 10.25 i B-1 67 
1.25 1.92 0.40 0.50 1.25 i] C-1 9 
1.85 2.79 1.05 1.25 1.65 i] C-1 133% 
4.04 3.17 1.00 1.50 2.50 i} C-1 21 
3.75 4.94 1.00 2.00 3.50 ! Cc-1 26%, 
2.06 2.06 1.40 1.25 1.85 i] C-1 134%, 
3.53 4.95 2.00 3.50 3.40 i B-1 35 


N—Year ends Nov. 30 (not subject to excess profits tax for last fiscal year.) 
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Utility Death Sentence Produces 


New Type Speculation 


Conservative Asset Values of 

Many Holding Company Pre- 

ferreds in Excess of Redemp- 
tion Prices 


BY FRANCIS C. FULLERTON 


= about six years ago the Public Utility Act of 1935 
was made a law. Although the Act was designed to 
regulate the entire public utility industry, it was Section 
1i—the so-called “death sentence’—which was of the 
most far-reaching importance. Section 11 was designed 
to force the dissolution of holding companies which, 
either rightly or wrongly, were held responsible for many 
financial abuses of the late 1920’s. The Act was none 
too clearly phrased as far as the “death sentence” was 
concerned, although it was conceded that the most literal 
interpretation of the law would make it mandatory for 
the holding companies to divest themselves of all or most 
of their holdings. 

In the years that have passed holding companies and 
their security owners were almost certain that something 
would intervene to give the companies at least a stay 
of execution. Among the hoped-for developments were 
a change in the political complexion of the Administra- 
tion or, perhaps, a somewhat more lenient interpretation 
of the letter of the Act because of national emergencies 
and defense efforts. Neither of these has developed. The 
same political group which sponsored and passed the 
1935 law continues in power today and instead of relent- 
ing in the strict application of the law, the SE C— 
charged with carrying out the provisions of the Act—is 
apparently going to administer it in the light of its own 
rigid interpretations. 

Paradoxically, the final realization that the Govern- 
ment is bound and determined to liquidate the top hold- 
ing companies has had a beneficial effect upon the mar- 
ket for many holding company securities. When the law 
first went into effect, holding company securities started 
to drift lower and lower in market price and never 
staged more than a spasmodic recovery from then until 
recently. Now that it is realized that many holding com- 
panies will be forced to liquidate, speculators are begin- 
hing to pay some attention to the intrinsic value behind 
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the various holding company securities and their ap- 
praisal is becoming increasingly reflected in the market 
values. Holding company bonds have long since risen 
to a point where nothing further could be expected in 
liquidation but many of the holding company preferred 
shares are still selling well below their indicated liquidat- 
ing value. As far as the common shares are concerned, 
there are only a very few which might expect to receive 
anything tangible in the event that all of the companies’ 
assets should be liquidated but even here, there will 
probably be many instances where sufficient intangible 
and contingent items will remain after the bonds and 
preferreds have been paid off to warrant some specula- 
tive attention to even the most junior of the equity 
groups. It is in the preferred shares, however, that the 
liquidating values can most easily be determined and 
these shares offer the best speculative opportunities 
among the public utility holding company equities. 
Before further discussing the liquidating values of 
various securities, it might be well to explain how such 
figures are arrived at. It is, of course, well known just 
what securities are held by the various holding compa- 
nies although not all of the securities so owned have an 
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open market value tor the very good reason that there 
have been no sales in public for a number of years. Then, 
too, granting a sustained public market for many of the 
operating company securities, some weight must be 
given to the size of the blocks held by the holding com- 
panies and the frequent difficulty of selling such large 
amounts without being forced to do so at a sacrifice. 
It is fairly easy to estimate the value of operating com- 
pany shares which have no present public market, al- 
though experience in similar sales must be the guide to 
evaluating the probable effect of forced selling. 

Where the securities which constitute the investment 
portfolios of the holding companies have a public mar- 
ket, either on a recognized exchange or over-the-counter, 
the latest quotations—with some concessions to the prob- 
able effect of large size offerings—will serve to place a 
gross value on the block held. Actually, in recent months 
it has been relatively easy to sell a large block of stock 
over-the-counter and the prices obtained have, on aver- 
age, been better than those which would have accrued 
if the shares had been sold piecemeal in the normal man- 
ner. Therefore, the latest market prices for such oper- 
ating company shares would constitute a very fair ap- 
praisal of their immediate worth. 

In the case of securities which lack the advantage of 
public markets, appraisal of their probable market worth 
is somewhat more complicated although even in this 
instance, arriving at a tenable conclusion is not too diffi- 
cult although subject to a somewhat wider margin of 
error. In working toward the probable value of such 
securities, a number of factors must be considered. 
Among these are the condition and efficiency of the 
operating companies’ plants and equipment, rate struc- 


ture, public relations, territory served, value to adjacent 
utility operating companies and demonstrated earning 
ability. 

While the foregoing are relatively intangible determin- 
ants, it is possible to arrive at a basic market value by 
calculating the companies’ ability to earn on their capital 
investment. This, then, is the primary consideration in 
placing a valuation on the shares and all other consider- 
ations are only modifiers. It is upon this base that the 
valuations used in the accompanying table have been 
arrived at, and in order to compensate for any changes 
in market conditions as well as to furnish a margin for 
error, valuations have purposely been held down to 
conservative levels. In a few cases, earnings have been 
adjusted to compensate for the elimination of current 
management charges and in others to offset the effect 
of higher taxes or possible rate changes. To all intents 
and purposes, however, the liquidating values assigned 
to the various holding company preferred stocks are 
reasonably correct for the immediate term. 

Not all holding companies will go out of business and 
liquidate all of their holdings for some will find it a 
fairly easy matter to make some corporate changes and 
after divorcing themselves of a comparatively small part 
of their holdings, conform to the letter of the law through 
forming a closely integrated or contiguous group of 
operating companies. The United Gas Improvement Co. 
plan is a case in point. U. G. I. owns properties in Penn- 
sylvania, Maryland, Delaware, Connecticut and New 
Jersey. The two latter holdings consist of a sizable 
amount of Connecticut Light and Power Co. shares and 
approximately 38 per cent of the common stock of the 
Public Service Company of N. J. The plan—which was 
formulated by the S E C—calls for an inte- 
grated system of electric properties in the 








Approximate Liquidating Value of the Leading Public 


Utility Companies Preferred Stocks 


Class of Assets Recent 
Company Stock per Share Price or 
Price 
American Gas & Electric $4.75 pfd. $595 110 $110 
American Light & Traction..... 6% pfd. 110 26 25 
Amer. Water Works & Elec... . $6 pfd. 198 93 110 
Columbia G. & E... $6 pfd. 125 80 110 
$5 pfd. 90 71 100 
Commonwealth & Southern. $6 pfd. 140 58 110 
Electric Bond & Share $6 pfd. 125 631% 110 
$5 Pfd. 125 61 110 
Electric Power & Light $7 1st pfd. 50 33 110 
$6 1st pfd. 50 30 110 
$7 2nd pfd. Nil oY, 105 
Engineers Public Service $5 conv. pfd. 155 719 105 
$6 pfd. 155 87 110 
$5.50 pfd. 155 811 110 
Federal Light & Traction... $6 pfd. 275 94 110 
National Power & Light $6 pfd. 315 97%, 110 
New Englend Power Assn.... $6 pfd. 75 44 100 
$2 pfd. 20 14 37 
North American Co... 6% pftd. 195 561 55 
534% pd. 195 5514 55 
North American L. & Pwr $6 pfd. 105 75 105 
Northern States Power... % ptd. 108 112 110 
6% pfd. 108 110 10714 
Philadelphia Co... 6% pfd. 200 45 50 
$6 pfd. 495 8614 110 
Standard Gas & Electric $7 pfd. 40 19 115 
$6 pfd. 40 16, 110 
$4 pfd. Nil 3 100 
United Light & Power $6 pfd. 65 26 105 
United Gas Improvement $5 pfd. 485 111 110 
‘West Penn Electric. . $7 pfd. 175 11014 115 
$6 pfd. 175 102 110 


Liquidating A . 
ee eaeen 


Philadelphia area and is to include the prop- 
erties in the contiguous states of Maryland 
and Delaware. Gas properties in Pennsyl- 
vania and other scattered sections of the 


Iv. 


Arrears country will be disposed of as will the hold- 
ings of Public Service of New Jersey. The 
701,253 common shares of Connecticut Light 
& Power have just been sold at a price of 

ot 3914 by U. G. I. There are some company 
objections to the integration plan but it will 
a probably be made effective in substantially its 
et present form. 
61 Directly opposite to the plan of U. G. I. 
is that of Standard Gas & Electric Co., 
which has announced its intention — with 
the stockholders’ approval —of selling its 
many and widely scattered properties, with 
the possible exception of those in the Pitts- 
burgh area, and after that, effecting the 
53 dissolution of the parent company. With- 
4 out trimmings, the plan contemplates the 
. sale of all properties with the exception of 
5 the Philadelphia Company which in turn 
- controls the immensely profitable Duquesne 
a Light Company of Pittsburgh and environs. 
54 The proceeds of the various sales will be 


used to pay off the Standard Gas bonds. 
In that event, ownership of the Philadel- 
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phia Company would then be vested in 
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Standard Gas & Electric preferred stocks. From that 
point on, the procedure is not so well defined. It is pos- 
sible that Philadelphia Company would operate Du- 
quesne Light for the benefit of Standard Gas preferred 
stockholders; the control of Duquesne Light might be 
sold and the proceeds distributed to the preferred hold- 
ers or, the Duquesne stock might be issued directly to 
Standard Gas & Electric preferred shareholders and 
Standard Gas & Electric would then go out of business. 
Whichever step is taken would, however, be favorable 
for the preferred stockholders and the fact is generally 
well recognized, as witness the sharp increase in market 
value of the stocks in recent months. No plan is evi- 
dent for Standard G. & E. common shareholders although 
there might even be some tentative asscts remaining 
after the preferreds had been satisfied. 

Still another plan for compliance with the Public 
Utility Act of 1935 has been presented by United Light 
& Power Co., a top holding company. Briefly, the plan 
proposes a certain degree of geographical integration— 
one of the major provisions of the act—but most of all 
will make for a much simplified corporate structure. 
This would be achieved by the formation of Peoples 
Light and Power Co. to purchase U. L. & P.’s holdings 
of nine separate companies operating in eastern Kansas, 
northwestern Missouri, southeastern Nebraska and 


southwestern Iowa. These companies, operating in con- 
tiguous territories, would center around Kansas City 
Power & Light Co. Other properties not immediately 
concerned would be sold, the proceeds of all sales used 
to pay off the debenture bonds, and its holdings of 
United Light & Railways Co. would be distributed to 
United Light & Power’s stockholders on a_ pro-rata 
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basis. After this, U. L. & P. would dissolve. 

This move would leave United Light & Railways as 
the parent company. Then, it is proposed that United 
Light & Railways will invest approximately $13,500,000 
in the new Peoples Light & Power Co. which would be- 
come the operating subsidiary with its properties all 
located within a fairly close area and with only one 
company above it. It should be noticed that in this 
plan, preferred shareholders of United Light & Power 
have improved their equity position in the capital struc- 
ture through elimination of the top holding company 
debentures and would then become the controlling secur- 
ity of the system. 

Another tentative integration plan which would event- 
ually provide for the elimination of top company funded 
debt and the retirement of a sizable proportion of the 
preferred shares is that which has been set forth for 
Engineers Public Service Co. This plan—formulated by 
the SE C—ealls for the divorcement of approximately 
two-thirds of the company’s utility interests with either 
Virginia Electric & Power Company or Gulf States Utili- 
ties Company as the ultimate top holding company. The 
plan goes somewhat further than most for in it the 
Commission indicates that some of the operating com- 
panies’ shares should sell at 10 to 12 times earnings; a 
price at which not many good operating company shares 
are selling in the open market today. This does serve, 
however, to indicate that the SE C will not approve any 
sales at distress prices and thus jeopardize the equities 
of top holding company preferred stockholders. 

While the SEC plan furnishes an alternative in sug- 
gesting Gulf States Utilities instead of Virginia Electric, 
it is the first suggestion that has the complete favor of 
the Commission. In the event that Virginia Electric is 
selected as the controlling company then Engineers will 
have to give up Gulf States Utilities, El] Paso Electric, 
Western Public Service, Puget Sound Power & Light 
and Key West Electric Co. If the Gulf States alterna- 
tive is selected, then Engineers will be deprived of Vir- 
ginia Electric and all other companies as well. Under 
one interpretation of the Act, Engineers might be per- 
mitted to continue with El Paso Electric although it is 
not likely that the Commission would approve such a 
move. Here again, some liquidation is inevitable and 
the Commission has indicated that it would expect the 
proceeds of the sales to be applied to at least partial 
redemption of Engineers Public Service preferred shares. 
Naturally, the plan will not go into effect without some 
argument from Engineers but even if the final plan 
adopted be substantially modified, the changes would 
not deprive Engineers’ preferred stockholders of their 
position as potential recipients of considerable benefits 
to accrue. 

There is another phase to the utility holding company 
dissolution plans which would not call for the distribu- 
tion of assets to the holding company stock-holders and 
that is the one whereby certain operating properties 
would be sold but the funds so obtained would be used 
to improve and strengthen the position of the properties 
which the SEC would permit the holding companies to 
retain. Such a step would still be favorable to the holding 
company stockholder since it would make his company 
the owner of a more closely integrated group of oper- 
companies with (Please turn to 


ating page 51) 
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Another Look At... 


ELECTRIC BOAT COMPANY — LINK BELT COMPANY 
MID-CONTINENT PETROLEUM CORP. — NATIONAL SUPPLY COMPANY 
OLIVER FARM EQUIPMENT CO. 


Electric Boat Company 





That no recent news of 
30 building activities in the 
yards of this leading pri- 
vate builder of submarines 
is available is understand- 
able. Submarines are one 
of the most adequate 
weapons of naval defense 
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der-sea vessels on order or 
under construction would 
be giving helpful information to enemies, either potential 
or actual. What we do know of the activities of Electric 
Boat Company is that the productive capacity of the 
company’s several yards has been doubled in recent 
months and plans call for the launching of at least one 
vessel a month from the company’s ways in the near 
term. 

Practically the same secrecy applies to the company’s 
other major activity, the construction of high speed sub- 
marine chasers or torpedo boats. It is known that 
boats similiar to those which are being used by all of the 
belligerents abroad are being constructed in quantity in 
the company’s Bayonne, N. J., plants and, indeed, sev- 
eral of these vessels may be seen from time to time, 
undergoing tests in the waters adjacent to New York 
City. These boats are being constructed for both the 
American and British Governments although it is likely 
that the British will receive the bulk of the output, 
pending the outcome of the critical conditions abroad. 
Over the longer term, it is probable that the number of 
such craft required by our own and the British fleets will 
exceed by far, the number of submarines needed and as 
such wili probably constitute the bulk of the company’s 
later building activities. 

Electric Boat Company reflected the sharp increase in 
demand for its particular types of war-craft in the 1940 
earnings statement. Gross revenue for the year made 
another gain to a total of $16,877,709, or approximately 
16 per cent higher than in 1939. Profits, after deducting 
operating cost of $13,482,719, depreciation of $162,238, 
reserves of $268,654 and special amortization items of 
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$61,013, amounted to $2,903,085 or nearly 135 per cent 
greater than in the previous year. A reduction of nearly 
$2.500,000 in reserves for Vinson Act refunds was re- 
sponsible for the most part of the better showing. Fed- 
eral income and other taxes were less than $500,000 
higher than a year ago at $759,423 and this figure did not 
include excess profits taxes of $32,183 which was also 
paid. However, net income of $2,174,607 after all 
charges was equal to $2.89 a share, or approximately 
double the per share earnings reported for 1939. 

The company’s financial position showed a similar im- 
provement. Total assets were about $6,600,000 higher 
in 1940 than at the close of 1939 and the greatest part of 
the increase was in current assets which rose practically 
that amount to $16,722,794. Current liabilities at $3,- 
741,726 were also higher but the increase was only about 
$2,800,000 or less than half the gain in current assets. 

The company’s shares—currently selling at a point 
about mid-way between the year’s highs and lows—are 
reasonably priced on earnings and dividends and present 
quotations seem adequately to discount the relatively 
long term future without giving undue consideration to 
the nearer term prospects of even higher than 1940 
earnings and a possible increase in dividend payments 
during the current year. 


Link Belt Company 





Link Belt 


Company 








75 benefited more indirectly 
PRICE RANGE 


in the additional industrial 
activity generated by de- 
fense preparations than by 
the receipt of government 
orders, for its particular 
products were in excep- 
tionally good demand by 
many manufacturers en- 
gaged in the mass produc- 
'35'36'37 '38'39'40 41 tion of armament mate- 
J§ rials. The company did 
have an_ undisclosed 
amount of direct Government business although the 
actual amount is believed to have been relatively small 
and accounted for but a minor part of the increased busi- 
ness experienced by the company last year. 
The volume of Link Belt’s 1940 business can be mea- 
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sured by net sales which totaled $28,640,342 as compared 
with slightly less than $23,000,000 for 1939. Operating 
profit rose more than $2,700,000 to a total of $3,823,276 
from a year ago and total income, after the inclusion of 
$262,440 of other income from undisclosed sources, 
amounted to $4,085,716 as compared with $2,364,980 in 
1939. After deducting fixed charges and taxes, net profit 
was equal to $2,514,380 or, after preferred dividend re- 
quirements, $3.37 a share of common stock. This com- 
pared favorably with $2.23 a share of common stock re- 
ported for 1939. Federal income taxes of $921,776 were 
approximately $530,000 higher than a year ago to which 
must be added $421,410 in excess profits taxes. The 
combined Federal taxes were equal to be almost $2 a 
share on the 684,462 shares of common stock then out- 
standing. 

The increased business resulted in an improved finan- 
cial position. Current assets were approximately $2,- 
000,000 higher than a year ago at $15,590,799 while cur- 
rent liabilities were about $1,600,000 higher at $4,125,394. 

The company has reasonably good longer term pros- 
pects even after the rush for armament equipment will 
have passed. For instance, automatic stoker sales are 
on the increase and promise to play an even more im- 
portant part in the company’s business at a later date. 
All manner of industries use the company’s equipment 
and even in the deepest of depression years the company 
operated at a profit of sorts. The only apparent draw- 
back in the situation at the present time is that future 
gains will probably be at a slower pace than in 1940, 
although it is likely that 1941 results will be moderately 
better than’ a year ago despite higher taxes and other 
In the meantime, the shares are well in line with 
current conceptions of price-earnings ratios. 


costs. 


Mid-Continent Petroleum Corporation 





Although 1940 earnings 
figures of Mid-Continent 
Petroleum Corp. are not as 
yet generally available, it 
is estimated that earnings 
per share were approxi- 
mately $1.75 after all pre- 
vious charges as compared 
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: due to favorable conditions 














in the company’s service 
area, which is in the industrial Middle and Southwest. 

By this time, the company should be benefiting from 
its new $1,000,000,000 refinery at West Tulsa, Okla- 
homa, where the new D-X Lubricating Motor Fuel is 
being manufactured. This new fuel is a premium quality 
gasoline which contains a non-caking lubricant. Com- 
bined with the almost complete absence of sulphur, this 
product reduces motor wear and offers an excellent sales 
point. 

The company has long been in a strong financial po- 
sition and nothing in recent months has transpired which 
would alter this condition. There is no funded debt or 
similar obligation ahead of the 1,857,912 shares of com- 
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mon stock and since the established policy of the man- 
agement has been to finance improvements out of cur- 
rent earnings, it is likely that there are currently no 
bank loans or similar debts. Last year’s dividends of 
$0.80 a share were 33 per cent higher than in 1939 and it 
is possible that there will be further increases this year. 
The market action of the stock has been decidedly good 
for a small oil company and while no great speculative 
profits are in prospect, the shares are among the better 
ones of the moderately priced oil group. 


National Supply Company 





The experience of Na- 
tional Supply Company in 
1940 was an excellent one, 
for not only were sales 
higher, but operating costs 
declined during the period. 
Were it not for taxes, the 
situation would have been 
an ideal one but as it was, 
taxes rose 96.8 per cent 
and reduced profits gains 
from 50.1 per cent before 
| taxes to 36.9 per cent after 
the various imposts had 
been paid. Nevertheless, profits were not sufficiently 
high for, after deducting preferred requirements, an 
operating deficit of $0.49 a share was incurred. 

Preferred dividend arrearages still prevent an early 
resumption of common dividends, which were aban- 
doned late in 1937. At the close of the year, these ac- 
cruals amounted to about $8.94 on the 6 per cent prior 
preferred, $9.75 a share on the first preferred and about 
$4.50 a share on the $2 preference stock. During the 
year $2.06 was paid on the first preferred accruals, $2.25 
a share on the 6 per cent preferred but nothing was dis- 
tributed on account to the $2 preference shareholders. 

During last year the company reported Federal orders 
amounting to about $7,000,000 for Diesel engines, parts 
and other materials made by the company. Production 
facilities are being expanded in the anticipation of a 
greater volume of defense orders to come. Business from 
the oil fields—the company’s major section of service 
were in good volume and the company anticipates no 
decline in the volume of business from this quarter dur- 
ing the current year. A new electric furnace at Tor- 
rance, California and a new shell forging plant at Am- 
bridge were scheduled to begin operations last month. 

The 1940 balance sheet showed a strong financial po- 
sition with cash of nearly $5,000,000 and inventories 
close to $24,000,000. Of more importance to the company 
was that bank loans of $1,500,000 outstanding at the be- 
ginning of 1940 were paid off during the year and the 
funded debt was reduced $300,000 to a total of $9,400,- 
000. Current liabilities were lower by over $500,000 at 
$5,144,810. 

The company’s 1941 prospects are good although it is 
not likely that earnings will be of sufficient size to permit 
elimination of preferred stock arrearages. Nevertheless, 
some progress toward such an end is probable and on 
that basis the preferred shares contain some degree of 
(Please turn to page 52) 
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Oil Prospects Brighten 


Second quarter outlook for the oil 
industry is definitely on the side of 
improvement. Aided by unusually 
well sustained demand, stocks of 
gasoline, although still high, have 
been reduced and present inventor- 
ies are about 4,500,000 barrels un- 
der a year ago. Prices of gasoline 
have been advanced in several im- 
portant consuming areas, while re- 
cently crude prices, involving about 
95 per cent of total production, were 
advanced on an average of 5 cents 
a barrel. With the season of heavi- 
est consumption just ahead, some 
forecasts are being heard of a gain 
of 9 per cent in domestic sales of 
refined products this year. If this 


oa 
| 





American Airlines 


For Profit and Income 


estimate appears rather optimistic, 
particularly in the face of the 7 per 
cent gain last year, it should be re- 
membered that greatly increased 
needs of both the Army and Navy 
this year will be an important fac- 
tor. Export prospects remain some- 
what obscured, although some in- 
crease may result from the Lease- 
Lend Bill. First quarter earnings of 
most oil companies were probably 
lower than a year ago, but with the 
benefit of higher prices and rising 
consumption, results in the current 
quarter promise to show marked im- 
provement. The recent market ac- 
tion of oil stocks suggests that this 
prospect has attracted both specu- 
lative and investment interest to 
the group. 





Air travel established new high records in first three months of this year—but 
higher costs restrict gains in net income of leading air lines. 
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Air Travel Flattens Out 


Although the volume of revenue 
passenger miles flown by the major 
air carriers in March was the larg- 
est on record, comparison with 
February and with March a year 
ago reveals that the rate of gain 
was the smallest in several years. 
It is possible that an increase in the 
number of accidents may have ac- 
counted for the failure of gains to 
attain more sizable proportions. In 
the first three months an estimated 
total of 229,563,000 revenue passen- 
ger miles were flown by 16 major 
carriers. Not only was this the larg- 
est total ever shown for this quar- 
ter, but it was also larger than in 
any previous three months since the 
beginning of the domestic air trans- 
port industry. Leading companies, 
however, may have difficulty in con- 
verting these gains in gross to a 
similar gain in net. According to an 
official statement, United Air Lines, 
with a gain of about 10 per cent in 
gross revenues nevertheless will re- 
port net income lower than in the 
first quarter a year ago. Rising costs 
were held responsible. 


Republic Steel 


First of the major steel producers 
to report for the past quarter, Re- 
public Steel has issued an unusually 
interesting statement. In this peri- 
od, the company’s operations aver- 
aged 100 per cent of rated capacity 
and output established a new record. 
Unfilled orders at the end of March 
were the largest in the history of 
the company. Earnings topped first 
quarter results a year ago by 
$5,000,000. Net profits, however, 
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of $8,189,966 compared with taxes 
of $8,025,000. Total Federal taxes 
for all of last year were only about 
$8,000,000, but this year the com- 
pany is splitting fifty-fifty with the 
tax collector. 


Machine Tool Bottleneck? 


Practically since the start of the 
defense program, the machine tool 
industry has repeatedly been cited 
as a major bottleneck likely to re- 
tard the production of all classes 
of armaments. Recently this ac- 
cusation was emphatically denied by 
Clayton R. Burt, president of Niles- 
Bement-Pond. Mr. Burt contends 
that users of machine tools are get- 
ting them as fast as they need them. 
He points out that even if the indus- 
try had been able to make almost 
immediate delivery of new orders, 
the necessary plant facilities would 
not have been available, and in fact 
there have been a number of in- 
stances where new tools could not 
he immediately used for lack of floor 
space. Schedules are being fairly 
well maintained on orders where the 
new tools can be used immediately. 
The number of men employed by 
machine tool makers since the fall 
of 1939 has more than doubled, but 
many more will be needed before 
the second half of the current year. 
Shortage of skilled labor may be the 
real bottleneck in the machine tool 
industry. 


Speculative Preferred 


Wilson & Co. 6% preferred shares 
offer the combined inducements of 
a generous yield and a fair measure 
of speculative price appreciation. 
Last year the meat packing industry, 
as a whole, had one of its best years 
since 1929, and thus far in the cur- 
rent year similar conditions to those 
which favored the industry in 1940 
are having an increasingly favorable 
effect. Prices have advanced, en- 
abling packers to record good profit 
margins on the stocks acquired dur- 
ing the period of heavy slaughter in 
the closing months of 1940. It is 
possible, in fact likely, that results 
later in the year may feel the re- 
stricting effects of increased operat- 
ing costs and taxes, but over-all re- 
sults should compare favorably with 
last year. Sales of Wilson & Co., the 
third largest meat packer, recorded 
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Additional Sales of British Holdings 


On March 31, last, the British Treasury announced that if had completed the sale in the 
United States of 43 additional stock issues and five bond issues of American companies from its 
holdings of U. S. Securities taken over from its nationals. This makes a total of 147 stock issues 


and 23 bond issues in which liquidation of British holdings has been completed. 


There remain 


to be liquidated 109 stock issues and 69 bond issues. The securities are being sold to provide 
the British government with needed dollar exchange for its war efforts. 
The latest list of securities which have been liquidated entirely is as follows: 


STOCKS 


Allegheny Ludium Steel 

Allied Chemical & Dye 

Alpha Portland Cement - 
American Gas & Electric 

Armour & Co. 6% conv. Pfd. 
Beneficial Industrial Loan 

Blue Ridge Corp. opt. $3 conv. Pld. 
Borden Co. 

Bristol-Myers 

Carolina Power & Light 7% Pfd. 
Case, J. 1. & Co. 


General Refractories 

Goodyear Tire & Rubber $5 conv. Pfd. 
Massachusetts Utilities Associates 5% Ptd. 
May Department Stores 
Minneapolis-Honeywell Regulator 
National Steel 

Niles-Bement-Pond 

North American 

Ohio Edison $6 Pfd. 

Peninsular Telephone Co. 

Southern California Edison 


Cerro de Pasco Copper Sperry Corp. 
Cliffs Corp. Swift & Co. 
Commercial Credit Texas Gulf Sulphur 
Crane Co. Union Carbide & Carbon 
Deere & Co. United Carbon 
Dresser Mfg. Co. United Gas $7 Pfd. 
DuPont de Nemours & Co. U. S. Gypsum a 
Electric Auto-Lite U. S. Smelting, Refining & Mining 
Electric Bond & Share $6 Pfd. U. S. Steel 
General Foods Western Union 
Walgreen 
BONDS 


American Power & Light, deb. 6's, 2016 
a Cities Light Power & Traction 5% P/L 


Columbia Gas & Electric deb. 5's, 4/15/52 
Columbia Gas & Electric deb. 5's 5/1/52 
Illinois Central R. R. 43/4's, 1966 





a substantial gain and net earnings 
available for preferred dividends 
were equal to $11.21 a share on 
323,236 shares of 6% preferred stock. 
This compared with $9.90 a share in 
1939. Taking cognizance of the im- 
proved earnings and the more prom- 
ising outlook for the current year, 
directors have declared two divi- 
dends, one of $3 and another of 
$1.50 on the preferred shares, reduc- 
ing accumulations to $6 a share. 
The company’s capitalization is 
rather topheavy and _ year-to-year 
earnings have shown the wide fluc- 
tuations characteristic of the meat 
packing industry. For these rea- 
sons, the preferred shares are not 
qualified for conservative funds. As 
a speculative vehicle, however, the 
shares appear reasonably priced at 
recent levels around 70. 


New Financing 


Volume of new bond financing in 
the first quarter of this year fell 
sharply behind that for the fourth 
quarter of 1940. In great measure, 
this was due to the postponement of 
several large issues awaiting better 
market conditions. Dealers report 
that new issues have been moving 
off their shelves at a somewhat slow- 
er rate. This may be the first sign 
of what may be expected in competi- 
tion with the impending public 


offering on May 1 of the new De- 
fense Savings bonds’ by _ the 
Treasury. 

* * * 

Corporate issues for the purpose 
of raising new money totaled $170,- 
000,000 in the first three months of 
this year, against $112,000,000 in the 
same period a year ago. To the 
extent that any gain at all was 
shown, these figures are all to the 
good. Actually, however, the total 
of such financing by comparison 
both with refunding issues and the 
normal volume of new money issues 
is still so small as to be lacking in 
significance. It is possible, how- 
ever, that increased working capital 
needs impelled by defense orders 
and increased inventory require- 
ments, may bring more sizable gains 
in new money financing over the 
coming months. 


So They Say 


Western Union-Postal Telegraph 
merger is in the bag—if union oppo- 
sition can be overcome. . . . Prices 
of shoes will be raised later this 
year. . . . Movie industry is heart- 
ened by sharply rising box office 


receipts. Railroad results for 
March may be even better than 


anticipated. ... Army has approved 
a plastic training plane; Timm Air- 
(Please turn to page 55) 














NEW WAR MARKET PHASE 


creates opportunities tor 
capital appreciation 


——* subscribers are in an advantageous market position. 


Anticipating the current decline, from March 18 to April 1, while 
the market was close to its intermediate peak, we steadily advised our 
subscribers to liquidate virtually all of the securities carried taking 


301% points profit as against 1014 points loss. They are now 83% liquid 


. .. prepared to participate in the next important advance which will 


get under way as this reaction runs its course and a base is established. 


Exceptional profit opportunities are being created in special situations 
... in potential market leaders. These securities available at attractive 
levels, can rebound quickly and substantially, as the market again be- 
comes inured to war tension and begins a new recovery movement. 


THE FORECAST Will Serve You 
. . - In Today’s Markets 


Our first step in serving you will be to help you gear your present hold- 
ings to today’s War Economy .. . to our Forty Billion Dollar Defense 
Program . . . advising you what, in our opinion, you should hold .. . 
what to sell. You will then be able to follow a strategic market course 
over the short term and the longer term . . . through specialized pro- 
grams kept under our continuous supervision. 


THe Forecast will advise you ... by mail and by telegraph . . . not 
only what to buy but when to buy and when to sell. Selection of spe- 
cial situations and accurate timing are fully recognized as essential 
elements to successful investment under today’s kaleidoscopic market 
conditions. : 


Enroll with THe Forecast TODAY for its timing counsel and special 
security selections. You will be certain to receive our new recommen- 
dations as made . .. when the best results are available. Your subscrip- 
tion will start at once but date from June 1. 
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OPPORTUNITIES capital sufficient to buy 10 shares of all recommendations. 
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NEW YORK, N. Y. 
I enclose [] $75 to cover a six months’ test subscription; [] $125 to cover a full year’s subscrip- 
tion to The Investment and Business Forecast with service starting at once but dating from 
June 1, 19413. I understand that in addition to the telegrams I select, I will receive the com- 


Send me collect telegrams on all recommendations checked below. (Wires will be sent you in 


| UNUSUAL Low-priced Common Stocks for Market Appreciation. One or two 
—— wires a month, on average. Maximum of five stocks carried. $1,000 


7 TRADING Active Common Stocks for Short Term Profit. One or two wires 

= 4 a month, on average. Maximum of five stocks carried. $2,000 capi- 
ADVICES tal sufficient to buy 10 sbares of all recommendations. 

0 BARGAIN Dividend-paying Securities for Profit and Income. One or 

: * two wires a month, on average. Maximum of five stocks carried. 

INDICATOR $2,000 capital sufficient to buy 10 shares of all recommendations. 
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Continuous Consultation. Submit Your Securities for Our Latest War Economy Analysis. 


in Today's War Markets 


markets ... to help you safeguard 
your security capital and equity 
. . . to enhance its growth possi- 
bilities. 


During periods of severe weakness, i‘o- 
day's markets provide rare opportuni- 
ties in special situations such as: 


These are issues of the type which we 
are constantly endeavoring to uncover 
for our subscribers. They are advised 
not only what to buy but when to buy 
and when to sell with all commitments 
kept under our continuous supervision. 
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What Action to Take 


ORECAST service is geared to 
today's swiftly changing war 





—Common stocks . . . chiefly 
armament beneficiaries 
where record-breaking order 
backlogs and new business pros- 
pects will materially offset taxes, 
leaving an excellent net for 
earnings and dividends. 


—Common stocks where new tax 
levies will provide broad exemp- 
tions and high earnings can be 
reflected in rising market pzices. 


—Preferred stocks with arrear- 
ages; also many others where 
market values have yet to move 
into line with earnings and yield. 


—Junior bonds because interest 
is paid before taxes. Many of 
these issues, now medium-priced, 
may near par because of vastly 
improved earnings. 
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Free Air Mail Service 


[] Check here if you wish Air 
Mail and it will expedite deliv- 
ery of our Weekly and Special 
Bulletins. This service is pro- 
vided FREE in such eases in 
United States and Canada. 


We serve only in an advisory 
capacity, handle no funds or se- 
curities and have no _ financial 
interest in any issue or broker- 
age house. Our sole objective is 
the growth of your capital and 
income through counsel to min- 
imize losses and secure profits. 
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Business Activity has dipped sharply re- 
cently under the impact of strikes at bituminous 
coal mines, and at steel, automobile and parts 
plants, but should recover promptly and soon 
reach new high levels with the passing of labor 
stoppages. For the month of March, owing 
mainly to inability of the steel and motor in- 
dustries, operating at near capacity, to stage 
the usual seasonal rise, per capita business ac- 
tivity sagged to around 109% of the 1923-5 
average, compared with 110.3 in February and 
90.4 during March of 1940. Average for the 
first quarter was about 109.6, an increase of 
16% over the like period last year. Adjusted to 
the basis on which the Federal Reserve Board's 
index of Industrial Production is computed, 
our own index of Business Activity was 133°, 
of the 1935-9 average in March, against 134 
during February and 110 for March, 1940. First 
quarter average was 134 this year and I15 a 


year ago. 
* * * 


Spot prices for Raw Materials, according 
to this publication's index, advanced temporar- 
ily since our last issue to the highest level since 
1937, but have since receded under uncertain- 
ties as to the war's duration raised by the Nazi 
attack upon Greece and Yugoslavia. It speaks 
well for the Government's efforts to avert in- 


(Continued on following page) 
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INDUSTRY—Price ceilings on factory 
and mine products clash with Gov- 
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TRADE—Sharp increases in compara- 






tive figures largely due to later 
Easter this year. 






COMMODITIES—More stringent 
price policing foreshadowed by new 






defense division. 






MONEY AND CREDIT — Currency 
circulation continues marked up- 
trend. 
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—_ —. yet PRESENT POSITION AND OUTLOOK 
INDUSTRIAL PRODUCTION(a)! Mar. 143(pl) 141 113 attain 37) 
ontinued from page 
INDEX OF PRODUCTION AND a 
OT eee Pein 104 103 90 flation that the highest average price this year for 
ACT SS aa eed ay 105 105 90 the 14 most important raw materials was still more 
Dusable Goods. .............. | Feb. 108 108 91 than 10% below the 1937 peak touched on April 
Non-durable Goods. .......... res 103 102 95 3. Prices of less important imported commodities, 
Primary Distribution............ Feb. 96 95 85 however, such as pepper, quinine, sisal, etc., not 
Distribution to Consumers....... Feb 107 104 94 included in our index, have topped their 1937 
Miscellaneous Services......... Feb. 98 95 88 — owing —_ iit ocean freight charges 
and growing scarcity of cargo space. 
WHOLESALE PRICES (h)....... | Mar 81.3 80.6 78.4 va : A ; : ’ 
INVENTORIES (n. i. c. b.)...... | 
POPS ae ere | Feb. 131.6 129.3 114.9 Since the volume of Government deficit financ- 
OW NONORS << Snc6sss oneleasabic | Feb. 231 221 114 ing through the banks this year will be consider- 
Sp) eae ee | Feb. 170 172 122 ably heavier than last year, it goes without saying 
that aggregate business profits will also be larger; 
COST OF LIVING (d) though unusually spotty as to distribution among 
LL SE ete | Mar. 86.3 86.1 85.5 the various industries and individual companies. 
i Sa ee em | | ye 79.2 78.8 78.8 Best showing will be in instances where selling 
Pa eh BES OR er es | Mar. 87.7 87.7 86.6 prices can be advanced to compensate for rising 
EL ne CR ee a ie SO | Mar. 13.2 73.1 73.2 taxes, material and labor costs. Poorest results 
foe) ob CE 5 eee a ienn re | Mar. 86.4 86.4 85.8 will be reported where custom or government 
Cai Sn st vik wo eters | Mar. 98.3 98.2 96.9 controls impose a ceiling upon selling prices. 
Purchasing value of dollar....... | Mar. 115.9 116.1 117.0 a 
NATIONAL INC oan : 
CASH FARM — cs _ va —— ee Somes — March were _ 
See aa bee more liberal than a year earlier, against a gain o 
Farm Marketing............... | Feb. $547 $547 $537 only 5.2% for the first quarter. The Bureau of 
Including Gov't Payments....... | Feb. 629 754r 643 Agricultural Economics expects farm income for 
Total, First 2 Months........... | Feb. 17983) akaaws 1,378 the second quarter to be somewhat ahead of last 
Prices Received by Farmers (ee)..| Feb. 103 104 101 year, owing to larger domestic consumption, 
Prices Paid by Farmers (ee)...... | Feb. 123 123 122 higher prices, and larger exports under the lease- 
Ratio: Prices Received to Prices| lend program. Total merchandise exports in 
PMORD cute ee te Feb. 84 85 83 February were 13% below last year, compared 
aS | = | with a loss of only 11% for two months; while 
ae see + alaaaaaae (f). | ee iia - February imports rose 17%, against 5% for two 
N a i e. : ak es Cee ea, Fe : : 118. 99.2 months. February's wholesale sales were 20% 
Sees SPORES. -.- + >>>») eb. 114.7 112.7 110.5 above last year, and rural sales rose 15%. 
FACTORY PAYROLLS (f).....|_ Feb. 126.4 120.7 99.3 | Owing to this year's late Easter, department 
——] store sales in the week ended March 29 spurted 
RETAIL TRADE to 34% above last year, against a four-weeks’ rise 
Department Store Sales (f)......| Feb. 102 101 90 | of only 9¥%—making a 10% increase for the year 
Chain Store Sales (g)........... | Feb. 130 124 114.0 | to date. Due to higher taxes and wages, profits 
Variety Store Sales (g)......... | Feb, 128 126 119 | are not rising proportionately. 
Rural Retail Sales (j)........... Feb. 150.8 145.7 132.3 | reer 
Retail Prices (s) as of........... | Mar. 1 123 122 121 | 
coe ameeaeetiaes | Pal Engineering construction awards for the 
FOREIGN TRADE | i 
‘ ; year to March 27 were 128% above the like 
re ees co oe Sal?” se 98 — $325 yi period last year; with private awards rising 95% 
ro tr ‘whine aang | “aN 934 ni 999 200 | and public up 144%. Within another three months 
C lati apne 4 ; ata f F b 98 463 | most of the new plants building under the initial 
ssacesencieid esnciniihacpag th daadlamanah tees | ee EES 442 | defense program will be completed; but projects 
an aa far Ck | _ for further expansion seem likely to keep the in- 
RAILROAD EARNINGS | | dustry at a high level of activity for the ‘‘duration. 
Total Operating Revenues*..... Feb. S358;413° - ssewes $313,595 | 
i Operating Expenditures*..| Feb. S5500")” ckddes 240,580 | + ++ * 
SS ee I RE nn ares ae 2 ee ee 
Net Rwy. Operating Income*...! aa. mt beet pond pe Despite the threat of higher taxes and wages, 
Operating Ratio %............ i: ie 16.12 | railroad earnings this year are expected to be the 
Rate of Return %.............. Feb. UC a eee 9.96 | bestina decade. N. O. |. in March was probably 
a | a the largest since 1929. The soft coal strike will 
BUILDING Contract Awards (k).| Mar. $480 $270 $272 | have little net effect upon earnings of the coal 
F. H. A. Mortgages | | carriers; since loss of coal traffic after April 1st was 
Selected for Appraisalf........| Feb. 99.1 86.0 84.5 | fully offset by heavier shipments prior to the strike. 
Accepted for Insurancet........ Feb, 59.1 54.7 45.0 | Itis estimated that the rails are saving $20,000,000 
Premium Payingt.............. | Feb. 61.3 78.8 51.6 | annually through the repeal of land grant reduc- 
Building Permits (c) | | tions in freight rates on Government shipments 
DOMIIE os os dency dence | Feb. $80 $86 $69.4 | which ranged from 40% to 60% below basic 
New York Cityt..............] Feb. 14 920 91.1 | tates. Some saving in taxes would also result if the 
as eee | Feb. 94 106 90.5 Treasury accepts a recommendation by the I. C. C. 
— —| that depreciation charges be made against roadbed 
Engineering Contracts (En){..... | Mar. $4241 $180 | and structures. 
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Latest Previou 
~~ eS 2 = PRESENT POSITION AND OUTLOOK 
| STEEL : 
Ingot Production in tons*....... Mar. 7,146 6,250 4,236 . . — 
| Pig lron Production in tons®*....| Mar. 4,104 4,198 3,270 aun “vin ew ian - = 
| hipments, U. S. Steel in tons*..| Mar. 1,720 1,548 932 loratadine ts scat ck RE Son 
Shipments, ' ’ for the most part are holding at levels fixed last 
a. autumn—somewhat higher costs having been off- 
| oe set by larger volume—and general price adjust- 
ee errr ee Mar. 525,000 509,233 440,232 | men’s are not Sian atarh he chan ora: eae 
year in the fourth quarter, when production 
Phar BAOBWIS oo oc cto 1941 1,536,909 -  .22... 1,275,960 may yield to prior demands of national defense. 
Passenger Cars, U.S. (p)........ Jan. 299,179 334,073 260,216 
Trucks, U.S. (p)........0.0000- Jan. 61,712 51,141 45,650 a ee 
| PAPER Newsprint The price of peace in the bituminous coal 
APER (Ne U. % & = (tons).| Mar. 363 325 336 industry has been “s 16% rise in basic wage rates. 
Shipments, 'U. S. & Canada* (tons).| Mar. 351 391 329 This will eat into profits unless the Government 
| Mill Stocks, U.S. & Canada * (tons). Mar. 205 193 299 sees fit to raise the price ceiling fixed before terms 
= of the strike settlement were reached. Freight 
| LIQUOR (Whisky) cars ordered during the first quarter numbered 
| ‘Production, Gals: «...cc:000% oes Feb. 12,658 13,572 9,878 27,448, against only 4,808 in the like period 
Withdrawn, Gals.*.............. Feb. 5,834 5,019 6,616 last year. Portland cement shipments in Febru- 
gies ACTA Ree le octsone, v0 opus Feb. 491 ,301 486,133 470,514 | ary were 50% above last year. 
| GENERAL | ae a | Wis 
| Paperboard, new orders (st).......| Feb. 470,671 520,931(r) 367,897 | 
| Machine Tool Operations......... Ree eae. 98.0 92.9 Csi in vil ena cee 
| — Equipment <aeion Ty) | demands for wage increases are granted; but 
RICOWMIGUING oo 6 ord csiancts ives Save Feb. 127 78 12 | ( h die DAC Getad 
ee eee | Feb. 5,645 14,118 2,748 | manu asin ave pee ovale I. Feb. 
Rasscniger Gar). <0. sess ae nee | Feb. 45 130 20 vances will not exceed increases in costs. - H 3 
Cigarette Productiont............ | Feb. 14,465 16,287 13,163 ruary, Whisky withdrawals were 12% below last 
Bituminous Coal Production * (tons).| Mar. 48,250 41 ,695r 35,244 year; but, as production jumped 28%, month-end 
| Portland Cement Shipments * (bbls. ) Feb. 7,472 7,986 4,905 stocks rose to 4.5% above the level a year earlier. 
| Commercial Failures (c)........... | Feb. 1,129 1 124 1 042 
| _- - : = -—— — — 
WEEKLY INDICATORS 
| ee —_ —77~ 
| Latest Previous Year 
| Date Week Week Ago PRESENT POSITION AND OUTLOOK a 
| M. W. S. INDEX OF BUSINESS| : 
| ACTIVITY 1923-25—100...... | Apr. 5 108.3 109.3 88.3 Electric power output continues at about 
& a 16% above last year, while receding at the normal 
| ELECTRIC POWER OUTPUT | seasonal rate. Upon settlement of the coal strike, 
| ME ites te amends ewe ues | ANpr 5 2,779 2,802 2,381 | output should soon begin to respond again to rising 
Ease | cd —— | defense needs. Prospects of heavier taxes and a 
| TRANSPORTATION | probable demand later on for higher wages are 
i S@aploaainds, totalien: cc cc. 65s ws Apr. 5 683,402 792,125 602,697 | likely to prevent profits from expanding as rapidly 
| GPT neo arts pc oe ees Apr. 5 34,405 36,954 30,108 | 4, production. After long discussions, the SE C 
| AR oor Aare are Apr 5 58,841 168,827 100,187 | has at last issued an order requiring competitive 
| OnestinrOGUets..« s,s ¢ oc cs.te os ails Apr. 5 38,682 40,025 31,570 | bidding on new issues of utility securities. 
| Manufacturing & Miscellaneous....| Apr. 5 348,297 344,518 763,337 | 
gt.s See Apr. 5 162,942 161,119 149,726 | . “4 
| Scene aie me ree = | 
| STEEL PRICES Though England has ordered postponement of 
| Pig Iron $ per ton (m)..........-. Apr. 8 = 23.61 23.61 29.61 delivery on a large portion of her steel orders— 
| “SompiSiperton Gis 06% cccee kes « Apr. 8 19.17 20.25 16.04 | owing to ship shortage and accumulation of large 
| Finished ¢ pert. (a)....-.-..... Apr. 8 2.261 2.261 2.261 | supplies at home—backlogs continue to pile up 
| | and customers are being turned away. It now seems 
| STEEL | OPERATIONS | | probable that basic wage rates will go up about 
te of Capacity week ended (m).. Apr. 12 wo 100 61 | 16%, cutting into earnings unless compensatory 
=a ey | aaa : ~~ | price advances are allowed. Large, integrated 
| CAPITAL Goops ACTIVITY | companies, which have considerable income from 
__(m) week ended. Suara ae ein Sede Apr. a _ 117.0 119.0 _ 16.3 products other than commercial steel, will be hurt 
PETROLEUM less than the smaller ‘‘independents.”’ 
Average Daily Production bbls. * Apr. 5 3,514 3,747 3,745 e “we 2 
Crude Runs to Stills Avge. bbls. * Aor. 5 3,600 3,625 3,560 | 
Total Gasoline Stocks bbls.*...... Apr. 5 99,112 99,727 103 ‘690 Despite a noticeably firmer price trand in crude 
Fuel Oil Stocks, bbls.*........... Ape 5 95,371 96,152 102,784 | oil, gasoline and fuel oil, the OP M believes 
| Crude—Mid-Cont. $ per bbl...... Apr. 11 1.07 1.07 1.02 | that defense needs will not require Federal regu- 
| Crude—Pennsylvania $ per bbl. Apr. 11 1.78 1.78 2.23 | lation of the industry. 
Gasoline—Refinery $ per gal. eeoee Apr. ie 061% .06 0614) 
t—Millions. *— Siena italien Federal Reserve 1935-39—100. =~ Federal Reserve Bank of N. > 100% — “ital 


long term trend. 


lron Age. (n)— 





Preliminary. 


(e)—Dept. of Agric., 
(g)—Chain Store Age 1929-31—100. 
(n. i. c. b.)—Nat. Ind. Conf. Bd. 1935-39—100. 


(r)—Revised. (s)—Fairchild Index, Dec., 











(c)—Dun & Bradstreet. 
1924-29—100. 


1926—100. 








(h)—U. S. B. L. S. 1926—100. 


(Ry)—Railway Age. 


1909-14—100. 
(j)—Adjusted—1 929-31—100. 
(p)—Polk estimates. 
1930—100. 





(cm)—Dept. of Commerce estimates of income paid out. 
(ee)—Dept. of Agric., 


(En)—Engineering News-Record. 


(d)—Nat. Ind. Conf. Bd. 1923—100. 
(f}—1923-25—100. 

(k)}—F. W. Dodge Corp., (m)— 
(pc)—Per cent of capacity. (pl}— 
(st)—Short tons. 
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The announcement on April 11 by President Roosevelt of 
the creation of new division of the national defense set-up to 
be known as the Office of Price Administration and Civilian 
Supply, and headed by Leon Henderson, clearly foreshadows 
more rigid policing of prices. While accepting this latest 
move as bona fide evidence that the Administration is 
genuinely concerned in arresting an inflationary price rise, at 


the same time it is to be earnestly hoped that the 
of this new defense division are adapted without 


Trend of Commodities 


favor. Half way measures will not suffice. If rising prices 
are to be effectively controlled, manufacturers and producers 
must be given a fair opportunity to control costs. It simply 
does not make sense to attempt to fix prices, if at the same 
time the matter of wages pee 

unreasonable would be a policy of cracking down on indus- 
trial prices, on the one hand, while on the other every effort 
paces is put forth to raise farm prices. With these factors in mind, 


strikes is neglected. Equally 


ear or any new policy should be carefully planned. 
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U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices—August, 1939, equals 100 
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. 1940-1941 ; 1940—1941 
_ High Low Apr. 4 Apr. 10 High Low Apr.4 Apr. 10 
28 Basic Commodities......, 137.4 105.6 136.2 137.4 Domestic Agricultural. .... . 136.1 111.4 134.0 136.1 
Import Commodities........ 144.4 104.7 143.7 144.4 TRS ee eae 139.9 100.5 137.4 139.9 
Domestic Commodities...... 133.1 105.5 131.5 133.1 Raw Industrial............. 135.4 101.3 135.2 135.4 
“ce ona RR J 
Latest Previous Year 
Date Wis evita: Wh achio. Ago PRESENT POSITION AND OUTLOOK 
COTTON | Cotton. Cotton prices recently have been 
Price cents per pound, closing | rather obviously, under the influence of European 
RE ee oa mae: Apr. 12 11.28 11.34 10.87 political and war developments. Liquidating 
NN ik cheb eee pt ee Apr. 12 11.25 11.29 10.59 pressure eased near the close of the past week and 
y 
NS Oe ee | Apr. 12 11.58 11.50 10.89 from the lows prices regained about $1.50 a bale. 
(In bales 000’s) With the reconvening of the House, farm legisla- 
Consumption, U.S............... | Mar. 840 194 627 tive prospects will again be in the spotlight. It is 
EROS RO Siete 6.3056 saa oo | Apr. 11 2 17 54 expected that a strong drive will be made by the 
Total Exports, season Aug. 1 to... | Apr. 11 697 694 5,302 cotton bloc to provide loans up to 75 per cent of 
Government Crop Est. (final). ..... 1940 412686 «sn sca 11,817(ac)| parity, or about 12 cents a bale. 
Active Spindles (000’s).......... | Feb. 22,769 22,821 22,801 tg Gp 
ee TS Se a ee yar ne ee Wheat. Prices declined about 1 cent a bushel 
cate ‘ bya: Oht-wledtan | last week, with the expansion of the war zone in 
ee the Balkans. Prices, however are still about 10 
: 5 1 1077 ; 4 fs 
0d at ks ge tr ae aie aS x | a si — a <a cents a bushel higher than they were at the time the 
ot efheaae eas SPS CRAR AE nN . winter crop was seeded last fall. The April 1 crop 
Exports bu. (000’s) since July 1 to.| Apr.5 101,900 92,844 109,769 : ee 3 
; estimate by the Government indicated a winter 
Exports bu. (000s) wk. end....... Apr. 5 6,498 3,206 4,193 d 
ie ; yield of 616,128,000 bushels, or about 8 per 
Visible Supply bu (000's) as of....) Apr. 5 121,440 122,782 95,987 ; 
: : ; D 816 698 751.435(ac) cent above the ten-year average. As in the case 
Gov't Crop Est. bu. (winter) (000's). _ RE oe ee ae thinness of cotton, farm legislators are urging higher loan 
ee a ee values for wheat, with a good chance that their 
CORN : ‘ efforts may succeed. 
Price cents per bu. Chi. closing ¥ \ x ae 
OT NARS EE oper sn ee Se Pe Apr. 12 613%, 614 593 
wd Pe eh eae ke ty Oh ate | Apr. 12 683g 67154 605% Corn. Stocks of corm on farms as of April 1, 
Exports bu. (000’s) since July 1to.} Apr. 5 21,774 21,774 25,038 totaled 1,180, 078,000 bushels, 42 per cent above 
Visible Supply bu. (000’s) as of...) Apr. 5 64,086 63,476 38,375 the ten-year average. 
Gov't Crop Est. bu. (000’s) (final)..' 1940 2,449,523 ....... 2,619,31 T(ac) aS ee 
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Price cents per Ib. c eee k 
Shay gh csnune opper. Nothing definite is known concem- 
coon eyo) ARETE AB, 1192 | apse guome he eine 
Refined Prod., Domestic*......... tales 95 399 93 654 86 $95 representative of the price stabilization division of 
Refined Del., Domestic*.......... hes 134 333 112 808 64376 NDAC and leading copper producers held last 
Refined Stocks, Domestic*........ Mar 89.873 97.689 159.795 week in Washington. Primary producers, customs 
Copper Sales, Domestic*..........| Feb 91,742 104832 147.112 —_— pscgrongs a petnaallegiee ah 

- SCR TEAS See EE (SS  ¢ ! ? particular axe to grin ost concern was felt 

TIN | "=, Top aoe — the possibility ~~ price ceilings —_ be 
Price cents per lb., N. Y.......... | Apr. 12 52 52%, “a | tetoestive taney et See 

| Tin Plates, price $ per box........ ( 4 . | ies rather than new business. Metals Reserve Co., 
hey Visible Supply + as of .... J rh Ms wen sen ry | hee allotted 55,000 tone fon Apel Setprery. 

RSS DRUVCHOST © 5 ccs 05 st aaa | Mar. 1 6,092 1 21 95 9.944 * * * 

U. S. Visible Supply is as don aes. | Mar. 314 5,195 7,489 2,635 Tin. Reflecting large American deliveries, 

| eee | world visible supply of tin decreased 4, 136 during 

LEAD March. Well-sustained consumer demand, for the 
Price cents per HO IN: ee eee | Apr. 12 5.85-5.90 5.85-5.90 5.10 purpose of building up inventories, have found 
U.S: Production * Be Ppa Pore oN Re Feb. 54,231 62.048 43.317 response in moderately higher prices. 
ee. a ee | Feb. 54859 55,711 39,176 | ‘* + + 

viet totes Sooke: _Feb. 28 46,604 47,248 72,658 | Lead. Buying in the first quarter of this year 

ZINC | —_—_—_—_—_—_—_—_—_————| aa _— tons a 9 a 
Price cents per Ib. P indications are that this rate wi old throug 
eo eee oo tie she | 2} Se 
U.S. Shipments*................ | han. 63 483 50090: pp | ably well supplied with reserve stocks. 

Stocks U. $., a8 off... 2.2.2, | Mar. 3 31 6,969 7,086r ' | 7 ke 
| ___ IES 26.22) IS ih — Zinc. Shipments in March rose to 63,483 
SILK | tons and were nearly balanced by production of 

Price $ per Ib. Japan xx crack. .... | Apr. 12 2.84 9.85 2.85 63,366 tons. Stocks at the end of the month were 

Mill Dels. U. S. oP ee Mar. 25,828 28111 21 685 6 969 tons and were at a new low and equal to 

Visible Stocks, N. Y.  Moates) as a. Mar. 31 49,904 54.106 45,887 only slightly more than three days’ requirements. 

pcs = _ - - —_—_—_ —_— * * * 

RAYON (Yarn) Cee | ies - ‘es - Silk. Deliveries of raw silk to American mills 
Commbiionte)................ | Feb an “we totaled 25,828 bales. Stocks at the present time 
ie ign (2). neki eae | Feb, oe Sie aaa a a equal to a two months — — 

Bitar debi Ae / os : : . . shipments in February set a new high record. 

| WOOL i 
Price cents per Ib. raw, fine, Boston.) Apr. 12 1.08 1.08 1.04 Wool. Consumption promises to hold at a high 
Consumption, period ending (2). ..| Feb. 36,232 40 115 21 304 level through the current quarter. Many mills are 
z : ‘ z reported to have enough business on their books 

HIDES | to maintain the current rate of operations through 

rice cents per lb. No. 1 Packer...| Apr. 12 1 1 1 August. Army recently placed contracts for 

Visible Stocks (o00's) as of....... | Feb. 1 13 Po " 13 on " 12 “a - 18,000,000 yards. 

No. of Mos. Supply as of......... Feb. 6.91 7 21 er nae 

Boot and Shoe Production, Prs. *® Feb. 36.000 36 639 34 589 Hides. According to reports, the unsold 

- ‘ é ~"* | supply of hides in Chicago is the smallest in many 

RUBBER | years. Tanners continue active on the buying 
HHeecents Per lOn su. on.cdsceen | Apr. 12 29.88 99.95 18.81 side. Manufacturers predict higher shoe prices 
mele SS an Feb. 73,973 86,833 —-43,088___—ithis ‘fall. 

Consumption, U.S.t............. Feb. 61,016 64,2295 49/832 cies 

Stocks U.S. 45 OF: he cd Sedcbas | Feb. 28 353.733 340 857 148.776 Rubber. Fears of a more stringent shortage of 

| Tire Production (000’s)........... | Feb. 5 165 5 479 4911 | cargo space continue to be the dominant influence 
| Tire Shipments (000's)............ | iPeb. 4910 4847 41 18 in rubber prices. Manufacturers will probably be 
| ‘Tire Inventory (000' 's) ae of aes | Feb. 298 10,072 9.797 10157 | requested to restrict production of non-essential 

—— ~ eae (eee aReeoe te ‘ _ >" | rubber products. Meanwhile the Government's 
COCOA reserve program is behind schedule. 

| ICE CONISIDOE IOs «25.65 osced S cied ox | Apr. 12 7.35 7.00 5.64 | ek 

| : 

Warehouse Socks ( .* 00 eects | = 563 491 208 | Cocoa. Like rubber, cocoa prices continue 
» i ags 2: -| pr. 10 1,343 1,325 1,079 to display extreme sensitiveness to the spread of 

COFFEE | pars - = war “> the implied _— _ —- facilities. 

is condition was responsible for the sharp upturn 

Price cents per Ib. (c)............ | Apr.12 934-10 10 71%| in future prices last week. 

Imports, season to (bags 000's).....| Mar. 31 12,673 10,782 10,620 

U. S. Visible Supply (bags 000' ).. | Apr. 1 2.895 2.510 1507 gee 

---— —— =e se Pe 6 ee oe ey, Sugar. March deliveries are being estimated 

SUGAR r at 1,000,000 tons. Only twice previously was 
Price cents per Ib. this volume achieved. Consumers are obviously 

ee Apr. 12 3.40 3.40 2.87 building up stocks. Another increase in quotas 
Refined (Immediate Shipment)...| Apr. 12 7.31 6.94 4.50 appears to be definitely foreshadowed. Quotas 
U. S. Deliveries (000's)*.......... in 597 594 428 | may even be suspended to prevent an excessive 
U. S. Stocks (000's)* as of (rr) ....| Feb. 28 599 632 899 | rise in prices. 
* eile 
t—Long tons. Short tons. (a)—Million pounds. (ac)—Actual. (¢)—Santos No. 4 N. Y. (p)—Preliminary. (m)—Raw and 


tefined. *—Thousands. NA—Not available. 
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Since 1929. x—New LOW this year. 


Date Week Week Ago COMMENT 
INTEREST RATES 
Time Money (60-90 days)........ Apr. 12 114% 114% 114% 
Prime Commercial Paper.......... Apr.12 14-34% 1h-3%4% 1h-34% Even if allowance is made for heavy Easter trade 
COE Se a rene Apr. 12 1% 1% 1% requirements, it is rather apparent that the trend of 
Re-discount Rate, N. Y........... Apr. 12 1% 1% 1% currency circulation continues sharply upward. 
ATE Tota! currency circulation of $8,993,000,000 at 
CREDIT (millions of $) Se ik i 
Bank Clearings (outside N. Y.).....| Apr. 9 3,316 2,608 2,109 a oe woah 
erg alti - ciablaneaael — . ye id f 3148 gee begin to decline at this time and reach a low about 
Cumulative ate total to Weir i 31 15,637 : 12,889 snicl-somamat. However, oon inet we ane 
Serre ely “ner uaa ‘ ee. “Caer g -_ om —— a 
Loans and Investments.......... Apr. 2 26,952 26,918 21,634 ee eT Te ; 
Commercial, Agr., Ind. Loans...) Apr. 2 5,465 5,420 3,838 
BOROISMCOBIE. 6.0 oisiss.> + asic Apr. 2 504 542 a27 = ee 
Invest. in U. S. Gov'ts.......... Apr. 2 10,578 10,583 8,145 
Invest. in Gov't Gtd. Securities...| Apr. 2 2,753 2,751 2,035 Recording a gain of $11,000,000 in the latest 
Other Securities............... Apr. 2 3,793 3,786 3,290 reported week, loans to industry, commerce and 
Demand Deposits.............. Apr. 2 23,093 23,259 16,072 agriculture by New York City Member Banks 
AAR UDRROSIIS |. 5... o 506%0<8c0% Apr. 2 5,441 5,444 5,215 attained a new high for the move at $2,084,000- 
New York City Member Banks 000. The previous high was $2,075,000,000 
Total Loans and Invest.......... Apr. 9 11,132 11,053 1,997 reached March 12, last. 
Comm'l, Ind. and Agr. Loans....| Apr. 9 2,084 2,073 1,386 
SMMIB ASORNS oo hoe 2084 aise 4 anve Apr. 9 344 370 541 * * * 
invest: UU S.ASOV NS. 655 566.6% Apr. 9 850 4,158 3,943 
— Se Gov t Gtd. Securities...) Apr. 9 1,380 1,376 1,050 Total loans and investments of New York City 
es Apr. 9 1,477 1,467 1271 : 
Deniend Deposits if | Apr. 9 10.994 11.096 7/994 Member Banks are at a fecord high. The 
Tae Dae... ..<...........) Aes 9 ‘158 "144 ‘625 — ee a = ht een 
Federal Reserve Banks pach geadhinagesesin ee ee 
Member Bank Reserve Balance...} Apr. 9 13,656 13,506 9,528 $106,000,000. A ea it ny 
Money in Chevlelion.......... jas, 9 8.993 8944 6835 loans to brokers and security dealers was reported. 
: / : T bill holdings increased $68,000,000; 
ION Apr. 9 22,413 22,384 15,430 sonal $ an, toa 
Teeny Gonbaney......:.«s.. 5: Apr. 9 3113 3110 9.849 Treasury notes were expanded $19,000,000; 
Treasury Cosh il ae. 9 9979 9951 2.707 Treasury bonds increased $5,000,000; government 
“a “pene Sea A ea hm 9 6.030 5.940 3/880 guaranteed issues were increased by $4,000,000; 
Set ELEN : : : : and holdings of other securities were $10,000,000 
Latest Previous Year higher. 
NEW FINANCING (millions of $) Month Month Ago 
Ce) aan ee Mar. 203 249(r) 134 
| re a es Mar. 86 31.5 30.5 
errr rr oct Mw 87 #&88 SD 266 ee Ns a 
THE MAGAZINE OF WALL STREET COMMON STOCK INDEX _ 
1941 Indexes I! 1941 Indexes 
No of. -a 
Issues (1925 Close—100) High Low Apr. 5 Apr. 12 (Nov. 14,1936, Close—100) High Low Apr. 5 Apr. 12 
290 COMBINED AVERAGE... 56.9 47.8 51.9 47.8x | 100 HIGHPRICEDSTOCKS.... 60.10 52.32 55.43 52.32x 
'| 100 LOW PRICED STOCKS.... 48.23 39.08 42.50 39.08x 
4 Agricultural Implements.... 92.1 75.4 80.7. 75.4x 3 Liquor (1932 Cl.—100).... 148.2 119.5 1246 119.5x 
9 Aircraft (1927 Cl—100)... 183.9 145.7 161.9 145.7x | DAARCHINGIY ooo a cue ee scsse:0 111.9 90.5 97.6 90.5x 
A Air Lines (1934 Cl—100). 314.1 221.3 246.3 221.3L | PINAANINOIERT. cits esa ess 156 674 71:0 67:4x 
6 Amusements.............- 24.2 21.3 23.0 21.5 | A Dieat Packing «.....5 0000.0 53.2 44.5 46.5 449 
14 Automobile Accessories... 95.7 76.6 84.4 176.6x 11 Metals, non-Ferrous........ 138-6 113:5 12310 413:5x 
13 Automobiles. ............ 11.0 8.0 8.7 8.0x | CLS Rann See ene creannenys 136° 144 125. “tis 
3 Baking (1926 Cl.—100).... 10.7 8.3. 10.7h 8.8 [ee S50. SS eee eee ere 75.5 67.4 75.5h 70.4 
3 Business Machines......... 98.0 87.9 97.4 93.6 || 18 Public Utilities............ 38.6 27.3 29.1 927.3R 
2 Bus Lines (1926 Cl.—100).. 64.3 51.9 56.2 51.9L | 3 Radio (1927 Cl._—100)..... 9.9 8.3 8.7 8.3 
SRAWOIONE. 65 bic ssaane ss 159.0 136.3 147.0 139.0 9 Railroad Equipment........ 48.0 386 42.0 38.6x 
18 Construction.............. 26.1 20.5 22.6 20.5x || 17 Railroads................. 9.1 8.1 91h. 8.1 
GS UINON ov siesccsaesacs 203.7 176.5 188.0 177.2 || @Realty................... 95 1.7 25 19 
10 Copper & Brass............ 88.8 706 769 70.6x 1 2’ Shinbuilding.........0....5.% 127.5 102:3 . 418: 1069 
ODay PIOUS ...o 5.0035. 5 27.6 25.5 266 25.5x || 12Steel &lron.............. 82.6 649 10.8 64.9x 
6 Department Stores......... (eA lies) hy MARI | ine (eS RN | RR) 94:1 17:5 293.6 * 20:4 
6 Drugs & Toilet Articles..... 39:7 339 26:2 “3307 || (OSilbhurs.cs 66. 6o.chees- 185.7 173.1 180.4 179.0 
2 Finance Companies........ 182.3 159.2 169.9 159.25 || 3 Telephone & Telegraph..... AO0'7] 33:4 36:5: (33:6 
7 TOOG BOGUS. ...... 60300555 S27 “a9 | 818: FS | DUMP NRENEB  oo:8.c:stcie heya lerese.ars 43:5. 38:2. 41.5.. -39:0 
DPD NES asic ss ante ose 6 A522 39.0 1385 “37:0 || ‘Seliresteckubbert.. ..2/::5:..5..2 147 O5-> es 10M 
4 Furniture & Floor Covering... 42.2 35.3 37.3 35.3x RIAD cts Se icisitinns tiers 73.7 662 686 669 
ORS OAINING «co 5635508 703.8 624.1 651.6 624.1 3 Variety Stores. ...:./.60.60% 213.7 189.8 199.8 189.8 
6 Investment Trusts.......... 19.2 16.1 16.8 16.1x || 19 Unclassified (1940Cl.—100) 105.7 89.9 96.4 90.3 
h—New HIGH this year. L—New 1940-1 LOW. R—New LOW since 1935. S—New LOW since 1938. T—New LOW 








42 


THE MAGAZINE OF WALL STREET 


new high 
‘points of | 
hopes on 

tion of sy? 
—the pea. 
tthe full pi 
‘ber produ 
your advi 
advisable 


Earni 
‘creased 
as comp 
/1939. 

§$228, 98! 
tions wi 
‘than for 
shown 

‘when $' 
taxes in 
ivear 19 
provide 
1940 b 
base is 





APRIL | 















Yn 





Stay, 








envelope. 


‘The Personal Service Department of Toe Maaazine or WALL STREET will 
‘aswer by mail or telegram, a reasonable number of inquiries on any listed securities 
‘in which you may be interested or on the standing and reliability of your broker. 
This service in conjunction with your subscription should represent thousands of 
‘dollars in value to you. It is subject only to the following conditions: 

'1, Give all necessary facts, but be brief. 

2, Confine your requests to three listed securities. 


3, No inquiry will be answered which does not enclose stamped, self-addressed 


4, If not now a paid subscriber use coupon elsewhere in this issue and send check 
at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





United States Rubber Co. 


At a time like this, with U. S. Rubber 
having recently declared its first dividend in 
20 years, fear of seizure of the company’s Far 
Kastern Rubber properties, and I, a stock- 
holder in this company since 1939, when I 
bought 100 shares around 31, you can appre- 
cate my dilemma now. Should I sell in the 
belief that business prosperity for the Com- 
pany as a result of the U. S. Arms Program 
and new product developments have already 
been discounted marketwise, last year per- 
haps when the stock touched 4154?—with the 
trend now a declining one in view of uncer- 
tainties and taxes? Or should I hold in 
anticipation of this stock’s ascendancy to a 
new high . . . having risen more than 5 
points of its low of last year . . . pinning my 
hopes on the Company’s commercial produc- 
tion of synthetic rubber and reclaimed rubber 
—the peak of defense orders yet to come and 
the full potentialities of new mechanical rub- 
ber products still unrealized? Please give me 
your advice on what action would be most 
advisable now —Mrs. S. J., St. Louis, Mo. 


Earnings of U. S. Rubber Co. in- 
‘creased to $3.58 per common share 
as compared with $2.91 for the year 
1939. Consolidated net sales of 
$228,988,780 for 1940 after deduc- 
tions were about 17 per cent more 
than for the year 1939. Taxes have 
‘shown a rising trend since 1934 
when $7,670,000 representing direct 
taxes increased to $26,004,002 for the 
year 1940. It was not necessary to 
‘provide for excess profit taxes in 
1940 because the invested capital 
base is more than $150,000,000, 
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which permits taxable income of 
more than $12,000,000 ‘in the United 
States before the tax becomes oper- 
ative. Net current assets of $82,- 
545,272 showed an increase of $8,- 
035,398 for the year and the ratio 
at the close of the year was 3.1 to 1. 
The plantations of the company con- 
sists of approximately 132,000 acres 
of which 102,236 have been planted 
and 89,380 are mature. Of the ma- 
tured acres 62,059 are in the Neth- 
erland East Indies and 25,844 are in 
the British Malaya. Of the con- 
solidated net income of the company 
transferred to earn surplus for 1940 
$2,054,595 or 18 per cent thereof 
was derived from the plantations. 
Capitalization of the company does 
not appear too heavy and at the 
close of the year was represented 
by funded debt of $41,067,000, a net 


reduction of $1,077,000 for the year. 


651,091 (non redeemable) shares of 
8% non-cumulative preferred stock 
par value $100 per share and com- 
mon stock $10 par of 1,736,092 
shares. 


Practically all of the products 


manufactured by the U. S. Rubber 
Co. have shared in the increased 
volume of business in 1940. Tire 
business increased with the produc- 
tion of automobiles, rubber footwear 
business aided by weather conditions 
and mechanical rubber goods sold 
in greater quantities due to improved 
industrial activity. The company is 
also an important supplier of prod- 
ucts for defense activities which in- 
clude tires, rubber footwear and 
clothing, rubber covered wire, bullet 
sealing gasoline tanks for airplanes, 
heated aviators’ suits, various rub- 
ber parts for battleships, tanks, air- 
planes and other military equipment. 
U.S. Rubber Company has obtained 
the greater proportion of total sales, 
in recent years, from miscellaneous 
products rather than automotive 
equipment. A_ substantial block 
of the stock of this company was ac- 
quired by the duPont interests in 
1928 and since that time the opera- 
tions of U. S. Rubber Co. have gone 
through a period of consolidation 
and reorganization eliminating many 
unprofitable and sulplus plants to 
the point where earnings have 
shown a substantial increasing trend 
in recent years. It has been found 
over a period of years that approxi- 
mately 50 per cent of the manufac- 
turing costs of companies in this 
field is accounted for by raw ma- 
terials with crude rubber accounting 
for about two-thirds. These percent- 
ages, of course, fluctuate with raw 
material prices and while for the 
year 1941 there may be sharp fluc- 
tuations in prices this company is 
aiding in the acquisition of a re- 
serve supply of crude rubber in the 
United States. It has increased its 
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facilities for the production of re- 
claimed rubber and is devoting a 
large part of the time of its exten- 
sive development and laboratory 
staff to the vital study of production 
and use of synthetic rubber. 

All in all we feel that your invest- 
ment in U.S. Rubber Co. is worthy 
of retention at this time. We do not 
feel that its current price has dis 
counted all of the possible earning 
power of this company and feel that 
the future, barring unknown factors 
such as taxes and actual hostilities 
in the Pacific augurs well for a con- 
tinuation of the improving trend in 
earnings. 





Commercial Solvents Corp. 


What is your reasoning behind the fact that 
Commercial Solvents continues to scrape bot- 
tom in the face of rising earnings? My shares 
(125) cost me 33%, and while I am satisfied 
with the stock’s income, the paper loss I show 
on this stock offsets its income advantages. 
Are fears of higher taxes the dominant nega- 
tive factor? Are raw material prices of corn 
and molasses rising? Does the Company have 
a large supply of these raw materials at low 
cost? To what extent do rising earnings re- 
flect the demand for solvents used in explo- 
sives? Is the rising demand, new uses and 
substitution of plastics for metals bolstering 
sales volume of commercial alcohols? Do 
your analysts believe that Commercial Sol- 
vents will move vigorously marketwise with 
clearing of uncertainties one way or the other 
this Spring?—F. M., Dallas, Texas. 


In the year 1940, net sales of Com- 
mercial Solvent Corp. totalling $15,- 
$44,930 showed an increase of 9.4 
per cent over 1939. Net earnings for 
the year were 90 cents per share as 
compared with 61 cents in 1939. 
These results are quite favorable in 
view of the increased Federal taxes 
of $441,636 of which $354,636 was 
represented by increased income tax 
and $87,000 by excess profits tax, 
total taxes equivalent to 26 cents 
per share. The financial position 
was improved by payment of the 
$1,000,000 bank loans during the 
year. At the close of the year total 
current assets were $14,338,442 as 
compared with total current liabili- 
ties of $1,604,672, or a ratio of 8.9 
to 1 as compared with a ratio of 5.4 
to 1 at the close of 1939. Cash alone 
at the close of 1940 was in excess of 
total current liabilities. Capitaliza- 
tion of the company is relatively 
simple as there is no funded debt or 
preferred stock, and only 2,636,878 
shares of common stock without par 
value outstanding. 


In the annual statement of the 
company it was pointed out that the 
high rate of sales estzblished in the 
Fall of 1939 which carried through 
the main part of 1940 are expected 
to continue at least during the first 
half of 1941. By investing $602,440 
in new manufacturing facilities dur- 
ing the year 1940 the company feels 
that they are in a position to handle 
an increased demand for their prod- 
ucts, the sales of which are continu- 
ing to expand aided by a conserva- 
tive advertising program which has 
resulted in a steady increase in vol- 
ume and profits. Virtually all divi- 
sions of the company are improving 
while the largest potential outlet is 
for the new product known as Solva- 
min which is a revitalizer used by 
millers to put back into flour those 
healthful products which were lost 
in milling and processing. Anti- 
freeze products have been increasing 
in use and have met with a favor- 
able public response. The policy of 
selling rye and bourbon whiskies and 
beverage spirits to a limited number 
of well established rectifiers has been 
continued throughout the year and 
their manufacturing program is 
based upon the requirements of these 
selected customers. The research 
and scientific development of new 
products both in the chemical and 
biological field have been expanded 
during the year and continued work 
along this line is forecasted over the 
near term. The company is well es- 
tablished in this field and it is be- 
lieved that it will produce an increas- 
ing amount of profits. The inventory 
of molasses and other commodities 
appears to be sufficiently large to 
take care of current needs and should 
result in reasonable profits. The 
company is one of the largest pro- 
ducers of ethyl, butyl, nethyl and 
amyl alcohols, as well as all of their 
derivatives and aceytone and oper- 
ations cover a rather wide field, in 
view of the international situation 
we feel that operations will continue 
to expand but with the completion 
of the European conflict operations 
may again, barring tremendous 
strides in diversification of products 
and strengthening of trade position, 
revert back to the competitive posi- 
tion of former years. 

Excess profits taxes on an average 
earnings base allow a credit of 49 
cents per share while on an invested 
capital base 54 cents per share is 


allowed. Consequently earnings in 
excess of these amounts will be in- 
creasingly vulnerable to the excess 
profit taxes and, as brought out 
above, could take a large part of 
earnings. It is estimated that earn- 
ings for the year 1941 will show a 
good improvement over 1940 and 
may approximate $1.25 per share 
unless increased tax burdens should 
be heavier than is thought likely, 
While in recent years the stock has 
not enjoyed dynamic market per- 
formance, we feel that it is worthy 
of retention. A dividend of 25 cents 
per share, the first since 1937, was 
paid in December, 1940, and we look 
for further distributions during the 
year 1940. 





R. J. Reynolds Tobacco "B" 


Would you advise me to relinquish my 50 
share investment in Reynolds Tobacco “B” 
regardless of the fact that I paid close to 
double its current price some years back? 
Are hopes for material market appreciation 
and higher income impossible of realization 
for the duration of the present “all-out” de- 
fense emergency? Is sales volume being main- 
tained at 1940 levels—being exceeded now? 
With the advantage of low cost inventories 
of tobacco leaf plus rising volume stimulated 
by increasing purchasing power is it probable 
that higher taxes may be substantially out- 
weighed? How do sales of Camels now com- 
pare with Reynold’s cigarette competitors— 
and in comparative costs, including advertis- 
ing, raw material prices and other overhead 
expenditures? Will you kindly give me a 
balance sheet of the points in favor of reten- 
tion and those against, plus your advice? 


Thank you—J. J., Easton, Pa. 


R. J. Reynolds Tobacco Co. for 
the year ending December 31, 1940, 
earned $2.55 per share as compared 
with $2.56 for the year 1939. Net 
sales last year were $292,039,070, 
the best since 1937 and compared 
with 1939 sales of $276,730,009 
which represented an increase for 
1940 of 5.5 per cent. A widening of 
the profit margin was noted during 
the year 1940 based primarily upon 
the lower prices paid for leaf to- 
bacco during the year 1939 which 
caused a profit on an operating basis 
of $37,648,907 or 12.9 per cent of 
net sales. The operating profit of 
1939 was $34,696,115 or 12.5 per 
cent of net sales. The tax burden of 
this company, however, shows a dif- 
ferent picture, being 43.9 per cent 
over the 1939 total. Total taxes 
paid during 1940 were $10,893,723 
as compared with $7,569,917 in the 
year 1939. The major portion of this 
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ncrease was due to higher Federal 
rates and only $106,256 was repre- 
gnted by the excess profits tax. It 
js believed that sales during the 
year 1941 will show an improvement 
over 1940 but it is doubtful whether, 
in view of the ever increasing tax 
burden for the industry, that net 
profits will show any marked im- 
provement. 

It has been reported that the com- 
pany has been successful in shipping 
virtually all of its tobaccos which 
have been stored in Turkey and 
Greece. These tobaccos on hand and 
in transit are believed to be ample 
fora number of years usage. Cigar- 
ette paper which has been largely 
imported is held as an inventory in 
sufficient quantities for an extended 
period of time. Through recent ex- 
periments the company has been 
able to secure an equally fine paper 
manufactured in this country and in 
sufficient volume to take care of 
requirements without any depend- 
eee upon foreign sources. 

Sales of the company’s products 
such as Camel cigarettes and Prince 
Albert Smoking tobacco have held 
up remarkably well in recent years. 
Other brands of smoking and chew- 
ing tobaccos are, of course, produced 
but the two mentioned are the most 
important as to sales and _ profits. 
The company’s products are well 
established in their respective fields 
and on that basis the company oc- 
cupies a dominant position, being 
one of the three largest producers in 
the industry. 

Capitalization at the close of the 
year showed notes payable (bank 
loan) of $16,000,000 which is a re- 
duction of $2,000,000 during the year 
1940. There is no funded debt or 
preferred stock. Common stock of 
a $10 par is outstanding to the ex- 
tent of 1,000,000 shares, while class 
B common, also $10 par, is outstand- 
ing to the extent of 9,000,000 shares. 
The current financial position of the 
company is satisfactory. 

While we feel that sales will con- 
tinue their advancing trend into 1941 
we do not see anything in the pic- 
ture which would forecast a substan- 
tial improvement in earnings at this 
time. Along the same lines we do 
hot see anything that would cause 
asharp upturn in prices for the com- 
pany’s stock as such is not a char- 
acteristic of this type of security. 


“Investment stocks as a rule have a 
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THE CHASE 


NATIONAL BANK 


OF THE CITY OF NEW YORK 


Statement of Condition, 
March 31, 1941 


RESOURCES 


CasH AND DuE From Banks . . . . . $1,557,500,958.47 
U. S. GovERNMENT OBLIGATIONS, DIRECT 
AND FULLY GUARANTEED. 1,252,184,981.13 
136,659,915.35 
6,016,200.00 
166,831 443.42 


StaTE AND MunicipaL SECURITIES . 
Stock OF FEDERAL RESERVE BANK. 
OTHER SECURITIES. ‘ 
Loans, Discounts AND BANKERS’ 
ACCEPTANCES 690,342,489.95 
38 664,688.04 
7,344,765.54 
oe 10,583,526.54 
Customers’ AccEPTANCE LIABILITY. 11,718,814.59 
OMHERVASSERS.. (2S enn Ze a) eres 12:397,595.99 


$3,890,245,379.02 


BankinG Houses . 
OTHER REAL EstTaTE 
MorTGAGES . 





LIABILITIES 

CapiTaL Funps: 
Capirat Stock . $100,270,000.00 
100,270,000.00 


39,268,700.26 


SURPLUS 
UnpiviDED Prorirs 
$ 239,808,700.26 
11,206,788.47 
RESERVE FOR TAxEs, INTEREST, ETC. 1 557,507.97 
DEPOSIFS. =. « ee oe es 4 es 6 6s SON S2R65688 
13,081,576.97 


RESERVE FOR CONTINGENCIES 


ACCEPTANCES OUTSTANDING 
LIABILITY AS ENDORSER ON ACCEPTANCES 
AND BOREIGN BILES . . « «© «= « « 262,133.6 


Orner BYABIEWEIES 2. « «© & *« « «© % 6,799,155.5 


$3,890,245,379.02 


United States Government and other securities carried at 
$162,455,805.00 are pledged to secure public and trust de- 
posits and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 
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relatively stable market perform- 
ance and while there has been a de- 
clining tendency for market quota- 
tions on this stock in recent months 
we feel that such has been caused by 
the failure of the company to in- 





crease earnings in view of the ex- 
pansion of business in general. In 
view of the strong financial position 
and excellent management we feel 
that barring excessive tax burdens 
that dividends will be continued at 




















current rates and that the future 
warrants retention of the stock at 
this time. 





Barnsdall Oil Company 


In the opinion of your analysts, is it advis- 
able to average on Barnsdall Oil at its current 
price, considering the fact that I now own 100 
shares of this stock bought at 17? Would you 
classify Barnsdall among today’s outstanding 
low-priced opportunities? I should like to 
know how you appraise the oil outlook in 
relation to our Defense set-up and the possi- 
bilities that the present war will be of long 
duration. Are earnings for Barnsdall currently 
exceeding 1940 levels? What was the ratio of 
earnings for this Company when it sold in 
the 30's? Are low prices on the West Coast 
sufficient to cut in importantly on earnings 
despite higher volume? What is the present 
status of all of the Company’s reserves ... 
operations in its major fields? I will base my 
decision on your analysis and advice, and will 
therefore appreciate an early reply—J. S., 
Louisville, Ky. 


According to the further steps by 
Barnsdall Oil Co. in the disposition 
of its interest in Bareco Oil Co., the 
future is substantially improved. 
The Bareco Oil Co. which repre- 
sented the refining and marketing 
division originally a direct part of 
Barnsdall Oil Co., has been a source 
of losses for the company for some 
time. With the activities now lim- 
ited to the development and produc- 
tion of crude oil it is believed that 
the company will show a decided 
improvement in the future. During 
the year 1940 the company com- 
pleted approximately 89 new wells 
of which approximately 77 were pro- 
ductive. At the close of the year the 
company had a total of net produc- 
ing wells totalling 2,074 and net op- 
erated acreage of approximately 78,- 
013 acres while unoperated acreage 
totalled 470,260 acres. From this it 
can be seen that the company’s ex- 
pansion possibilities are substantial. 

At the close of 1940 bank loans 
were outstanding to the extent of 
$7,562,757. There was no funded 
debt or preferred stock but 2,251,017 
shares of $5 par common stock. To- 
tal current assets of $5,311,393 com- 
pared with current liabilities of $1,- 
279,670. For the year ending De- 
cember 31, 1940, the company had 
earnings of 97 cents per share as 
against 76 cents per share for the 
year 1939. It is believed that 1941 
results will show an improvement 
over 1940 for several reasons. The 
elimination of the drain by the 
Bareco properties upon the earnings 
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of Barnsdall Corp. is expected to be 
favorable. The increased importance 
of mechanized forces in our rearma- 
ment program is expected to have 
an even greater importance and 
show a benefit to earnings. While 
crude prices remained at about the 
same level in 1940 as they were in 
1939 it is expected what with in- 
creased consumption, prices may 
show a hardening tendency which 
would allow an expansion in earn- 
ings for this company. The dividend 
policy of the company in the past 
have been rather liberal and we feel 
that they will continue to pay out 
the major portion of earnings in 
dividends. As a result we feel that 
the stock is worthy of retention of- 
fering a good possibility to partici- 
pate in the earnings expansion which 
we feel will come in the oil industry. 


Phelps-Dodge Corp. 


I have been worried by the slide in the 
market value of Phelps-Dodge from the price 
of 35% earlier this year. Perhaps your ana- 
lysts can allay my fears with a succinct report 
on the Company’s income and appreciation 
prospects now ... with definite advice as to 
whether or not this stock should be held or 
sold. I paid 3434 for my 60 shares. Are costs 
expected to continue higher? Is the labor 
situation considered a threat to continuous 
operations? Doesn't the current price of cop- 
per offer sufficient leeway for higher costs and 
taxes with room for higher net profits? How 
is Phelps-Dodge being affected by the U. S. 
Government's contract for the purchase of 
100,000 tons of copper? How do the Com- 
pany’s resources of the red metal stand now? 
Are mined supplies ready for shipment near 
exhaustion? What about regular commercial 
markets for the Company’s copper under 
U.S. priorities regulation?—N. Mc., Syracuse, 
N. Y. 


Phelps-Dodge Corp. after provid- 
ing for depreciation but before de- 
pletion reported consolidated net in- 
come of $12,603,980 which is equiva- 
lent to $2.49 per share on the com- 
mon stock as against $2.42 per share 
in 1939. It appears that increased 
costs and taxes took a large part of 
the gain of approximately $4,442,718 
in sales over 1939 results. Taxes paid 
during the year, including a provi- 
sion of $810,000 for excess profits tax 
amounted to $7,053,000 which com- 
pares with $5,523,000 for the previ- 
ous year. These taxes represented 
$1.39 per share for the year. Excess 
profit tax credit on an earnings basis 
is $2.11 per share before depletion, 
while invested capital base credit is 
$2.68 per share. Therefore it can 


be seen that earnings in excess of 
these amounts will be increasingly 
vulnerable to excess profit taxes a; 
we now see them. Increase of othe 
tax burdens, however, would add t 
the vulnerability of this company, 
Capital expenditures during the year 
were approximately $7,500,000. From 


1937 when work started through the 


year 1940 expenditures on the 


Morenci properties have amountedf 


to approximately $13,000,000. To 
complete the project it is estimated 
that approximately $21,700,000 ad. 
ditional funds will be expended 
mostly in 1941 according to present 
schedules. The necessary funds have 
been secured principally from the 
proceeds of the convertible deben- 
ture issue and from depreciation 
accruals. The contemplated produc. 
tion for this mine is about 80,000 
tons per year and it is expected to 
be in operation by the end of the 
year. 

The capitalization of the company 
is relatively simple and not burden- 
some. The convertible 314 per cent 
debentures of 1952 are outstanding 
to the extent of $16,855,600. There 
is no preferred stock while common 
stock of $25 par value is outstanding 
to the extent of 5,071,260 shares. 
The financial position was strong 
with total current assets at the year 
end of $62,344,777 as against total 
current liabilities of $15,576,066. 
Cash alone was approximately 
double the total liabilities. During 
the latter part of the year greater 
monthly tonnages were fabricated 
than ever before in the history of 
the company and in view of the in- 
creasing demands for copper very 
small stocks were on hand in excess 
of working stock required to carry 
on its own operations. It is felt that 
the Government is proceeding along 
favorable lines and protecting do- 
mestic producers in the supplying of 
copper for fabricating purposes. 

While earnings have fluctuated 
rather widely in recent years it is 
believed that the net for the first 
half of 1941 will be in the neighbor 
hood of $1.40 per share and that 
dividends may run slightly ahead of 
those for 1940. Sales and deliveries 
during at least the first half of 1941 
in all probability will exceed the yeat 
earlier totals and since prices are 


higher they should offset higher tat} 
burdens and increased wages. In} 
view of the favorable operating sta: 
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sta- . 


tistics of the company which is a 
low cost producer we feel that the 
stock has a favorable future and 
worthy of retention at this time. 





Youngstown Sheet & Tube Co. 


Do your analysts anticipate for Youngs- 
town Sheet & Tube, a return to its high of 
4814 recorded last year, under existing condi- 
tions? I bought 50 shares which cost me 42%, 
primarily as a speculation on the benefits 
which would accrue to Youngstown Sheet 
from industrial activity growing out of the 
U. S. Defense Program. Despite the large 
gains on earnings in 1940, I understand the 
Company participated only to a small degree 
in direct orders for defense. Does this mean 
that the full impact of U. S. Defense orders 
on top of types of orders received last year 
are yet to be realized in terms of higher earn- 
ings this year? With its present facilities, can 
the Company handle a sufficient quantity of 
additional business to exceed earnings of 
1940? Or, has the point of diminishing returns 
been reached? How do costs stand now tn 
relation to last year? How high is it estimated 
that per share earnings on the common rise 
before being subject to excess profits taxes?— 


M. Z., Toledo, Ohio. 


In the forty-first annual report of 
the business and operations of 
Youngstown Sheet & Tube Co. and 
subsidiary companies on a consoli- 
dated basis, it is noted that net sales 
for the year were $143,054,028, an 
increase of approximately 22 per 
cent over 1939. On an average base 
rate of operations for the first half 
of 1940 were 67.3 per cent of ingot 
capacity, second half 96.7, while for 
the year it was 82.1 per cent as com- 
pared with 64.4 per cent for the year 
1939. The aggregate net profit after 
interest charges and depletion was 
$10,815,468 or $5.96 per common 
share after payment of regular pre- 
ferred dividends as compared with 
$5,004,484 or $2.50 per common 
share in 1939. Interest charges on 
the funded debt approximated $3,- 
249,000 while dividends paid were 
$825,000 on preferred and $2,090,- 
752 on the common. The capitaliza- 
tion of the company consists of $82,- 
500,000 of funded debt, 150,000 
shares of 514 per cent cumulative 
$100 par preferred stock and 1,675,- 
008 shares of common stock without 
par value. The financial position at 
the close of 1940 remained character- 
istically strong, with total current 
assets of $95,517,039 compared to 
total current liabilities of $17,139,- 
576. Giving a ratio of 5.57 to 1, with 
cash and Government securities 
alone in excess of total current lia- 
bilities, working capital is strong. 
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THE BALTIMORE AND OHIO RAILROAD COMPANY 


SUMMARY OF ANNUAL REPORT FOR THE YEAR 1940 


The annual report of the President and Directors of the operations and affairs of 
the Company for the year 1940 is being mailed to stockholders and discloses that 
gross operating revenues were the largest of any year since 1930, and further discloses 
that the total income available for fixed charges was a sum equal to the year’s in- 
terest on all outstanding obligations and a surplus for the year of $5,549,496.79, as 
may be seen from the following: 


CONDENSED COMPARATIVE STATEMENT OF OPERATING RESULTS 


Increase 1940 














over 1939 
1940 1939 Amount %o 
Total Railway Operating Revenues. ...$179,175,464 $161,030,252 $ 18,145,212 11.27 
Total Railway Operating Expenses..... 132,600,799 119,901,075 12,699,724 10.59 
Net Railway Operating Revenue....... $ 46,574,665 $ 41,129,177 $ 5,445,488 13.24 
Ratiway Tax Accruals: <. ....0s.0.s066 $ 11,645,695 $ 10,767,991 $ 877,704 8.15 
Equipment and Joint Facility Rents.... 4,310,439 4,836,086 D 525,647 D10.87 





Net Railway Operating Income........$ 30,618,531 $ 25,525,100 $ 5,093,431 19.95 





Other Corporate Income.............. 6,556,511 4,647,564 1,908,947 41.07 
Income Available for Interest and Other 

CUBRIAR 6 Kain ccicucie vce cecaacsnecwens $ 37,175,042 $ 30,172,664 $ 7,002,378 23.21 
Total Interest and Other Fixed Charges 

UNGOE CRIGEE ica cue ccios vice neces oueds 20,265,210 20,421,656 D 156,446 D 0.77 





Income Available for Other Purposes 
(adjusted and allocated as below) ...$ 16,909,832 $ 9,751,008 $ 7,158,824 73.42 





Contingent Interest Accrued during the 








Year Secured Contingent Interest...$ 7,098,940 $ 7,111,820 $D 12,880 D 0.18 

Unsecured Contingent Interest...... 4,261,395 oe | ee Bessie 
Total Contingent Interest Accrued..... $ 11,360,335 $ 11,373,215 $D 12,880 D 0.11 
Net Barmed Incomé-..ic<siccccccscses $ 5,549,497 $D1,622,207 $ 7,171,704 





(D) Denotes deficit or decrease. 


This statement shows the interest as accrued and charged, but the resultant cash is allocated 
and payable in accordance with the Company’s Plan for Modification of Interest Charges and 
Maturities, and the available net income as ascertained and determined by the President and Direc- 
tors is $16,895,097 from which there is first deductible, in the discretion of the President and 
Directors, an amount not to exceed 2% per cent. of total operating revenues for capital fund to 
be applied to or to reimburse the Company’s treasury for capital expenditures, and to this purpose 
there was appropriated $3,985,265, leaving $12,909,832 to be applied to the payment of contingent 
interest payable May 1, 1941. in accordance with the priorities of the respective mortgages. This 
payment will be made against surrender of secured contingent interest coupons due May 1, 1941, 
from The Baltimore and Ohio Railroad Company Refunding & General Mortgage Bonds, Series A, 
C, D and F; Buffalo, Rochester and Pittsburgh Railway Company Consolidated Mortgage Bonds, and 
Cincinnati, Indianapolis & Western Railroad Company First Mortgage Bonds. With this application 
of available net income there remains unpaid secured contingent interest of $1,301,351, consequently 
no unsecured contingent interest will be payable May 1, 1941, on the Company’s First Mortgage 5% 
Bonds, Southwestern Division Bonds and Thirty-Year Convertible Bonds. All unsecured unpaid 





interest accumulates as an absolute obligation and is payable pro rata out of future earnings. 

| In anticipation of increased traffic and its expeditious handling in the cause of National Defense 
| the Company contracted for new equipment of the total value of $14,836,117, including 1,500 steel 
box cars, 1,500 steel gondola cars and 1,100 steel hopper cars; and in addition 3 multiple and 1 
single units of Diesel passenger locomotives and 25 Diesel switching locomotives, and in this connec- 
tion issued equipment obligations aggregating $12,098,395; and during the same period retired 
| $5,821,099 of outstanding interest-bearing obligations, mainly matured instalments of principal of 


> 


|equipment trust obligations making the net increase in interest-bearing obligations of $6,277,296. 
DANIEL WILLARD, President. 














During the year 1940 approxi- 
mately $4,500,000 was expended on 
property acquisitions, improvements 
and betterments. Contemplated ex- 
pansion programs for the year 1941 
forecast an increase of approximately 
60,000 net tons to the company’s 
annual ingot capacity in the Indi- 
ana Harbor Works, an increase of 
approximately 200,000 net tons in 
the Campbell Works as well as other 
improvements. As for the adequacy 
of capacity of the steel industry it 
does not appear likely that require- 
ments of the American steel indus- 
try by England and Canada for their 
war needs and our own country for 


its defense needs will exceed about 
25 per cent of the present ingot ca- 
pacity of the steel industry in the 
United States. At this time there 
are substantial orders on hand 
throughout the steel industry and in 
some cases companies have sold out 
their capacity in many products well 
into the second quarter of 1941. In- 
coming business continues to fore- 
cast capacity operations for some 
time to come. 

On an average earnings base the 
company has an estimated excess 
profits tax credit of $3.44 per share 
while on an invested capital base the 
credit would be approximately $7.95 
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per share. Consequently it would 
appear that earnings could increase 
substantially over 1940 before being 
vulnerable to the excess profits taxes 
as they now stand. If such tax bur- 
den does not become too burden- 
some and with operations in the steel 
business at virtual capacity, we feel 
that earnings will warrant a continu- 
ation of liberal dividends over the 
near-term. Therefore, we feel that 
your stock is worthy of retention at 
this time in moderate amounts in 
diversified portfolios. 





Great Northern Railway Co. 


Would you say that Great Northern Rail- 
way at its current price discounts a continua- 
tion of the high rate of industrial freight traf- 
fic for some time to come? Is a heavy drain 
on earnings resulting from new equipment 
costs and maintenance expected in the near 
future? Is it probable that dividend disburse- 
ments will continue modest in relation to 
earnings with a view towards further strength- 
ening the Company’s financial position and 
to reduce obligations. My 75 shares cost me 
23, and I am anxious to know whether this 
might not be the opportune time to sell before 
adverse factors begin to make themselves 
felt. Incidentally, have Spring wheat ship- 
ments begun ... how large a source of freight 
revenue should they prove this year? What 
other type of freight other than iron ore, 
growing out of the U. S. Defense Program 1s 
Great Northern in a position to bid for— 
with what competition?—O. M., Baltimore, 
Vid 


The early months of the vear nor- 
mally produce a loss from operations 
and for the first two months of 1941 
(creat Northern Railway Co. had a 
net operating loss of $2,152,987 as 
compared with $2,229,904 for the 
comparable period of 1940. It has 
been reported that traffic in the 
Northwest in the territory served 
by this road shows an increase in 
volume of approximately 12 per cent 
over last year. The transportation 
of grain is not moving in the volume 
which might be expected but other 
traffic is showing an improvement. 
When it is realized that the iron ore 
fields in Northern Minnesota, fabul- 
ously rich and extensive, are as im- 
portant to the American steel maker 
as are those of Norway, Sweden and 
the Ruhr, to European nations one 
can visualize the vast importance 
of the increasing tempo of steel mill 
aclivity to the earnings of this com- 
pany.. Approximately 60 per cent 
of the tonnage carried by Great 
Northern Rwy Co. is represented by 
ore shipments. In addition to the 
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transportation of ore the company 
taps the richly productive forests of 
the Pacific northwest as well as the 
wheat fields of North Dakota, Mon- 
tana and Minnesota and the Pacific 
Coast which furnishes much of the 
fruit, vegetables and canned fish for 
the nation. In addition the terminals 
in California and Minnesota give 
the road direct ingress to San Fran- 
cisco and Chicago through connec- 
tions and—through part ownership 
of the Chicago Burlington & Quincy 
R.R.—a direct route to the Gulf by 
way of Chicago, St. Louis, Mobile 
& New Orleans is held. The breadth 
and character of the road’s effective 
territory contributes substantially to 
traffic diversification. It is a little 
sarly for the Spring wheat shipments 
as harvests do not start for about 
another month and then increase 
substantially up to the harvest of 
the summer wheat or spring wheat 
which is completed along in Septem- 
ber. Ore shipments upon the open- 
ing of the Great Lakes Navigation 
should show a substantial increase 
over last year caused in part by the 
high rate of capacity of the steel 
industry as a whole and the belief 
that stores of ore have become rela- 
tively small at the mills. 

The capitalization of the company 
is not considered particularly bur- 
densome. Giving effect to the re- 
financing of July 1, 1940, outstand- 
ing funded debt was approximately 
320,000,000 on which earnings were 
equivalent to approximately 1.72 
times the $14,000,000 annual quota 
of bond interest and lease line rent- 
als. In 1939 the coverage was 1.61 
times. These results are in the face 
of increasing operating costs, taxes 
end maintenance expenditures which 
were witnessed in 1940. The obliga- 
tions and senior liens on a combined 
basis are equal in principal amounts 
to only $39,000 per mile of line op- 
erated. In face of the bond maturi- 
ties last year the financial position 
of the company remains favorable. 
As of December 31, 1940, cash alone 
was in excess of total current liabili- 
ties and long term maturities due 
within six months were only $1,273,- 
O00. 

At this time it is hard to visualize, 
with the exception of possible pro- 
hibitive taxes, any reason why Great 
Northern Rwy. Co. should not ex- 
perience improved results in the year 
1941. As long as the option of in- 
vested capital exemption is allowed 


for excess profit taxes no threat is 
seen from this source but, of course, 
the rise in normal corporate taxes to 
a flat 24 per cent would add to their 
burden. Last November, when a 50 
cent dividend was paid, it was stated 
that “It is the desire of the manage- 
ment to continue regular payments 
if future earnings justify” and an- 
other dividend of 50 cents per share 
was declared, payable April 1st. In 
the past the stock of Great North- 
ery Railway Co. has enjoyed vola- 
tility and we see no reason why in 
the future it should not continue to 
have impressive market movements 
and therefore at this time we coun- 
sel the retention of holdings in this 
company. 





Chicago Pneumatic Tool Co. 


I can’t help but feel that there is some- 
thing we stockholders don’t know about Chi- 
cago Pneumatic Tool of great enough import- 
ance to keep this stock down around 13 
despite the fact that earnings for 1940 
equalled $3.01 per share as compared with 
33 cents in 1939. I have 200 shares acquired 
at 31. I have gotten my fill of news about 
the tremendous orders the Company has re- 
ceived from airplane and ship building indus- 
tries as a result of the National Defense Pro- 
gram. . . . I know that domestic sales vre 
the largest in the Company’s history. What 
I want to know is why doesn’t this stock 
. with all the good 
news and especially after declaration of a 
dividend which is the first since 1931 TI will 
be grateful to you for information regarding 


respond marketwise . . 


the Company’s tax position—requirements of 
senior issues in the Company’s capital struc- 
ture which must be met—status of costs— 
properties in Germany, Scotland and England, 
im other words all data which you believe 
essential to me for a complete evaluation of 
the appreciation as well as income possibili- 
ties for Chicago Pneumatic Tool—T. D. M.., 
Savannah, Ga. 


Chicago Pneumatic Tool Co. de- 
clared an initial dividend of $1.00 
per share on the common stock pay- 
able April 1, 1941, to stockholders of 
record of March 20. This is the first 
dividend paid on the common stock 
since it was issued in January, 1929. 
Considering the possible charges 
prior to dividends on common stock, 
we find that the company does not 
have any funded debt and as of 
December 31, 1940, there was 65,529 
shares of $2.50 prior preferred stock 
and 181,135 shares of $3.00 con- 
vertible preferred stock, both cumu- 
lative of no par value, ahead of the 
335,320 shares of no par common 
stock outstanding. Annual dividend 
requirements on the $2.50 prior pre- 
ferred stock is $165,026 per annum 


THE MAGAZINE OF WALL STREET 





' on the 


stock $é 
the con: 
covered 
Investir 


‘not con 
' form of 


$1,475,8 
ing the 
that th 
nies he 
losses 1 
active 1 
where 1 
been so 
redemp 
stock b 
compar 
advisak 
given V 
share t 
ceived 
deemec 
of cap 
strong 
cess Pp) 
questic 
pany ¢ 
able. 
earnings 
would 
On an 
ever, € 
share 
fore it 
earnin 
stock 
year | 
vulner 
Pasi 
Tool s 
ally of 
movel 
find a 
1983 t 
matel 
and i 
This ¢ 
1935 | 
1937, 
Then, 
with 
value: 
matel 
rising 
in Jar 
has b 
bet we 
ings 1 
33 ce 
woul 
timist 
stock 
form: 


APRI 




















'on the $3.00 convertible preferred 
| stock $543,180. At the close of 1940 
the consolidated financial statement 
‘covered only domestic companies. 
Investments in foreign subsidiaries 
not consolidated are carried in the 
form of capital stock amounting to 
$1,475,894. From information reach- 
ing the company it does not appear 
that the foreign subsidiary compa- 
nies have suffered any extensive 
losses resulting from conditions of 
active warfare prevailing in sections 
where they are located. There has 
heen some discussion concerning the 
redemption of the prior preferred 
stock but it was brought out by the 
company that they did not deem it 
advisable at this time. Reasons 
given were that it would cost $55 a 
share to redeem while they only re- 
ceived $48.25 for it and if so re- 
deemed it would reduce the amount 
of capital invested and thereby a 
strong possibility of increasing ex- 
cess profits tax liability. The tax 
question as pertaining to this com- 
pany does appear slightly unfavor- 
able. On an average earnings base, 
earnings in excess of 86 cents a share 
would be susceptible to such a tax. 
On an invested capital base, how- 
ever, earnings in excess of $1.32 per 
share would be vulnerable. There- 
fore in view of the fact that 1940 
earnings were $3.01 on the common 
stock as against 33 cents for the 
year 1939 the company is rather 
vulnerable to the excess profits tax. 
Past action of Chicago Pneumatic 
Tool stock has not been exception- 
ally outstanding but if we take the 
movements back for some time we 
find a more optimistic picture. In 
1933 the average price was approxi- 
mately $6 a share, the same in 1934 
and in 1935 it started to advance. 
This advance continued throughout 
1985 and 1936 and into February, 
1937, when it reached a high of 3: 
Then, of course, in accompaniment 
with the sharp decline in security 
values it reacted down to approxi- 
mately $7 per share, subsequently 
rising to approximately $20 a share 
in January, 1939. Since that time it 
has been fluctuating back and forth 
between these last two levels. Earn- 
ings in 1988 of 16 cents per share, 
38 cents in 1939 and $3.01 in 1940 
would indicate that with a more op- 
timistic tone in securities that this 
stock should have a favorable per- 
formance. Sales as a general rule 
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are a prerequisite for earnings and 
earnings an essential to sustained 
price movement. 

According to Mr. Jackson, the 
President of the Company, the busi- 
ness derived from’ light portable 
tools developed in recent years for 
the aircraft industry are increasing 
and supplementing the demands for 
other lines normally produced by the 
company. Therefore it is our opinion 
that with the increasing tempo of 
our rearmament program and busi- 
ness in general that barring unfore- 
seen difficulties that this company 
should experience better results in 
1941 than in 1940. If such material- 
izes we feel that a liberal dividend 
policy will be followed. 





The Squeeze in Import 
Commodities 





(Continued from page 19) 
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demand does not compete. 

Third, essential materials (accord- 
ing to the National Industrial Con- 
ference Board as follows): “Those 
which, although not now considered 
as either strategic or critical, might 
become so during an emergency and 
which must therefore be kept under 
vareful surveillance.” Copper and 
sugar are but two of the import 
group in this class. 

Every effort is now being made by 
Washington to stimulate the move- 
ment of such strategic materials as 


rubber and tin to this country. 
Coast-plying boats are being put into 
service on ocean hauls, with lake 


steamers replacing them on_ their 
routes. Many steamers working in 
the Pacific are putting in at San 
Francisco and quickly returning to 
the Orient instead of making the 
longer haul through the Panama 
Canal and moving up the Atlantic 
Coast. The raw materials are being 
shipped east by rail. This recalls 
the “Silk Express” of World War I. 
Rubber and tin are also being given 
shipping priority over such com- 
modities as black pepper, which is 
one reason why some seasoned com- 
mentators feel that—in spite of a 
nearly two years’ supply in_ this 
country (which incidentally is large- 
ly in four strong hands)—this non- 
essential commodity may experience 
sharper price repercussions without 




















Will Inflation. 
Catch You 
Napping? 


Why are stocks better than cash 
today? 


Which stocks will profit most? 
Is real estate a buy now? 
Should bonds be sold? 

Will food 


soar? 


and clothing prices 
3T the answers to these and 
other vital questions in the new 
UNITED report: “Inflation and 
Your Dollars in 1941-42.” Gives 


also: 
15 Inflation Stocks 
to Buy NOW! 


Five stock groups will profit from 
inflation: + will be harmed. To assist 
you our staff has selected 10 sound 


dividend-paying stocks yielding up to 
8%, and 5 low-priced speculations sell- 
ing from $7 to $14 to buy NOW. 

To introduce UNITED Service to those 
unfamiliar with its forecasts, we will send 
you a copy of this valuable report with- 
out obligation. 


Send for Bulletin MW-44 FREE! 
UNITED BUSINESS SERVICE 


210 Newbury St. A r: Boston, Mass. 
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federal criticism than most 
important staples. 

This country will probably need 
some 435,000,000 pairs of new shoes 
in 1941. It will take between 22,000,- 
000 and 23,000,000 hides to produce 
these, of which 6,000,000 must come 
from outside the United States. 
Couple this with the lighter calfskin 
importations from countries such as 
France necessary for uppers and one 
has the ingredients of a situation 
which will probably 
manufacturers more than their share 
of headaches. This will be aggra- 
vated since it is difficult for them 
to translate fully raw material price 
advances into the finished shoe and 
secure adequate consumer sales re- 
sponse. Both leather manufacturers 
and shoe producers have built up 
inventories somewhat, but further 
progress on this could be 
looked for. This is particularly due 
to the fact that seasonally domestic 


cause shoe 


score 
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cattle hides taken off in summer 
slaughter are of superior quality to 
winter types. Shoe manufacturers 
prefer summer hides because of less 
grubs and pock ticks on the skin. 
American shoe manufacturers are 
adamant against use of ticky leather. 

Majority of our hide importations 
comes from Argentina. Their Frig- 
orifico steerhides are of superior 
quality to domestic grades, bringing 
114 cents per pound premium. Any 
further diversion of boats from that 
route or damage by raiders thereto 
will be seriously felt. 

Chocolate manufacturers are eye- 
ing the freight situation from the 
African Gold Coast—source of more 
than 60% of the world’s cocoa crop— 
with distinct alarm. Before the war 
broke out, freight from there to the 
United States was $9 a ton. In Janu- 
ary, 1941, it rose to what seemed an 
incredibly high figure of $20 per ton. 
Recently, as high as $44 a ton was 
paid for the same freight space. 
Although cocoa is most nutritious it 
is also a non-essential, judged by 
Government standards. Hence, ship- 
ping priorities will play no small 
part in this picture. Thus far, cocoa 
arrivals have been substantial 
enough to cope with extremely large 
consumption here. Chocolate manu- 
facturers are working at capacity to 
account for this. Their inventory 
(six to nine months’ supply) is con- 
sidered quite low. If Africa is cut off 
as a source of our supply, despite a 
substantial Bahia output from Brazil 
—even taking all of this crop would 
not fill American requirements in 
full. Shipping losses of specific boats 
destined for England carrying cocoa 
cargoes are not obtainable, although 
some are reputed to have taken 
place. Until lately, boats were loaded 
with cocoa at the Gold Coast, nosed 
towards our shores, unloaded there 
and refilled with war material for 
England. Boats were then sent up 
to Canada to await convoy to Great 
Britain. When and if they arrived 
in England, the boats were then re- 
loaded with goods for Africa. Owing 
to delays and losses, American ves- 
sels are taking on a larger part of 
the shipping chores from Africa to 
the United States direct. However, 
these boats are really insufficient in 
number to cope adequately with the 
situation. 

Certainly, there is no shortage of 
cocoa in the world. However, dur- 
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ing the last war, cocoa was 2c per 
pound in Africa and 20c per pound 
in New York, because of shipping 
difficulties. Right now, cocoa in Lis- 
bon is bringing 20c per pound, as 
compared with less than 7c in New 
York. The candy manufacturer has 
only one alternative with his single- 
priced line; namely to cut down the 
size of the chocolate bar slightly 
when and if raw material prices rise 
too fast on an uncovered inventory. 
This is a last resort, however, and 
one a producer is reluctant to utilize 
until necessary. 

Summing up, inventory stock- 
piles of raw materials required here 
that come from far-off lands are not 
yet burdensome. Many consumers 
still fear restriction by the Govern- 
ment to a maximum of six weeks 
ahead, with concentration of addi- 
tional reserves in federal hands. 
Others are not yet convinced that 
recent price advances—largely re- 
flecting freight and insurance in- 
creases—are justified. It might be 
borne in mind that some non-mili- 
tary essentials are needed more than 
the OP M’s strategic commodities. 
Because of shipping priorities on 
rubber and tin and the lively possi- 
bilities of a tenderbox flaring up in 
the Far East, it would seem that 
pepper grinders and chocolate manu- 
facturers might well supplement 
their inventories at current moderate 
prices, if possible. 





Changing Investment Status 
for Equities, Preferreds 
and Bonds 





(Continued from page 12) 


in the World War period. Second, 
common stocks are much more wide- 
ly accepted as investment media 
now than they were a quarter of a 
century ago. Third, leading cor- 
porations are far more solidly en- 
trenched in trade position and finan- 
cial strength now than in World War 
days. Fourth, the average corpora- 
tion is subject to a slower rate of 
growth than twenty-five years ago, 
with proportionately less need for 
re-investment of surplus earnings in 
capital facilities, and for these rea- 
sons—as well as the reason of public 
policy—the tendency is to distribute 
an increased proportion of profits in 


dividends to stockholders. 

Thus while the underlying trend 
of price-earnings ratios is unques. 
tionably downward, it appears prob- 
able that their average through this 
war will be somewhat higher than 
in the World War. How much 
higher, none can predict. It is cer. 
tainly true that the average investor 
is far more keenly aware of the evil 
war and post-war contingencies— 
social and economic—than he or she 
was during the World War. On this 
score, it would seem logical to rea- 
son that price-earnings ratios would 
already have slumped to World War 
levels if there were not tangible rea- 
sons for some differential in favor of 
today’s market. 

It is perhaps pertinent to have a 
look at the following contrasts to- 
day: General Foods, priced at 13 
times 1940 earnings per share and 
yielding 5.5 per cent on the probable 
$2 dividend; United States Steel, 
priced at about 6.5 times 1940 net 
per share and possibly yielding 
about 6.9 per cent if $4 is paid in 
dividends—$3 was paid last year out 
of earnings of $8.84—or 8.6 per cent 
if as much as $5 is paid; and Worth- 
ington Pump, priced at 3.5 times 
1940 net per share and unlikely to 
pay any dividend, although pre- 
ferred arrears probably will be 
cleared. 

The reasons for these differences 
are not at all mysterious. General 
Foods has a probable continuity of 
earnings and dividends far more as- 
sured than have the other two and 
for this reason properly sells at a 
higher price-earnings ratio and lower 
yield than the others. U. S. Steel is 
far superior to Worthington in every 
respect, although both are “prince 
and pauper” stocks. Hence, when 
both companies are earning money, 
it tends always to command a higher 
capitalization of earnings than does 
Worthington. 

Considering the uncertain con- 
tinuity of earning power, on a theo- 
retical investment basis Big Steel is 
not cheap at present price-earnings 
ratio and yield, and there is not even 
a semi-investment basis for capital- 
izing earnings of Worthington. This 
is not by any means to say neither 
can go up. They very possibly, if not 
probably, can. At a price, there are 
always speculators and speculative- 
investors willing to trade on uncer- 
tain and temporary earning power. 








meer er er SOO 


ee ee ee a a a i ee a en. a a. or ee es | 








trend 
1ques- 
prob- 
h this 
than 
much 
S cer- 
yestor 
e evil 
cles— 
yr she 
1 this 
) rea- 
vould 
War 
> rea- 
or of 


Ve a 
s to- 
it 13 
and 
rable 
Steel, 
) net 
ding 
id in 
r out 
cent 
orth- 
imes 
y to 
pre- 

be 


nces 
eral 
y of 
» as- 
and 
it a 
ywer 
e| is 
yery 
ince 
hen 
ney, 
sher 
loes 


‘On- 
1€0- 
‘] is 
ngs 
ven 
tal- 
‘his 
her 
not 
are 
ve- 
er- 
rer. 


EET 








General Foods, of course, is an 
example of a first quality “peace 
baby” which is on the defensive in a 
war economy. Operating costs and 
taxes will trend higher and the ex- 
tent to which higher sales will offset 
these adversities is problematical, as 
is the case in most consumption 
goods enterprises. So far as Fed- 
eral income tax is concerned, the 
writer estimates that General Foods 
last year would have earned about 
$2.50 a share on a 30 per cent rate, 
against $2.77 actually earned; and 
about $2 on a rate of 4214 per cent, 
equal to the present British tax. If 
capitalized at the average price- 
earnings ratio of the years 1935-1939, 
net of $2.50 would be worth a mar- 
ket price of 38 and $2 would be 
worth a price of 31. The current 
quotation is 36 and, taking into ac- 
count both 1941 earnings potential 
and financial strength, the dividend 
appears in no present danger. Of 
course, taxes are not the only fac- 
tor involved, it is improbable that 
price-earnings ratio through the life 
of the war economy will be as high 
as it averaged in 1935-1939 and the 
citations presented here are not a 
forecast of market potentials. 

The bar chart accompanying this 
article pictures at a glance some 
very interesting and very wide vari- 
ations in the performances of vari- 
ous security groups during the war 
to date. The largest net gain has 
been in defaulted railroad bonds and 
next largest in speculative preferred 
stocks. Largest net losses for the 
war period have been, in the order 
named, in rubber stocks, office equip- 


ments, utilities, “stable income” 
stocks and building shares. 
While Government bonds and 


high grade preferred stocks have 
had net gains as compared with 
prices at the close of August, 1939, 
this is less pertinent than the fact 
that both groups — as_ remarked 
earlier in this article—appear to 
have “topped” in the closing months 
of 1940. 

Although speculative bonds and 
preferred stocks have shown their 
heels to the general run of equities 
and although their underlying bull 
trend probably will be maintained, 
it is well to remind ourselves that 
their ceiling can not be unlimited. 
In many of these instances earnings 
are just as temporary as earnings on 
“war baby” equities and the rate at 
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which war earnings are capitalized 
probably will continue far under that 
at which equal peace earnings would 
be capitalized. 

For instance, the Dow-Jones av- 
erage of defaulted rail bonds today 
—despite rise of 91 per cent for the 
war period—is only 15.39 as com- 
pared with high of 35.89 reached in 
the spring of 1937. And although the 
railroads this year will cover bond 
interest by a substantially wider 
margin than in 1937, second grade 
rail bonds on an average are today 
some 6 points under 1937 highs. 

Again, such speculative issues as 
American Woolen $7 preferred, Budd 
Manufacturing $7 preferred and 
General Steel Castings $6 preferred 
probably will earn more per share 
this year than in 1937. But taking 
recent highs, Woolen’s top to date of 
613% compares with high of 79 in 
1937; Budd’s high of 6134 compares 
with 1937 top of 98; and General 
Steel’s top of 6514 compares with 
1937 highs of 88. 

In short, the United States may 
not yet be in the war—but the se- 
curity markets are. You stand a 
good chance of being a victim of 
eptical illusion if you use pre-war 
reasoning to arrive at the conclu- 
sion that most securities “look very 
cheap” on earnings. 





Utility Death Sentence Pro- 
duces New Type Speculation 
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considerably increased facilities 
and greater operating efficiency. 


There is an admitted need for more 
power facilities and with expansion 
facilitated by the sale of other assets 
rather than a dilution of equity 
through the issuance of senior se- 
curities, preferred shareholders 
would then own better and more 
profitable properties which would be 
capable of greater earning power and 
would not be called upon to lose any 
advantage in the capital structure of 
the system. 

The possibility of satisfactory 
equity sales in the future is con- 
tained in the S E C’s contention that 
the better part of utility financing 
shall be through the medium of 
equities. This would mean that the 














COLUMBIA 
GAS & ELECTRIC 
CORPORATION 


The Board of Directors has 
declared this day the following dividends: 
Cumulative 6% Preferred Stock, Series A 
No. 58, quarterly, $1.50 per share 
Cumulative Preferred Stock, 5% Series 
No. 48, quarterly, $1.25 per share 
5% Cumulative Preference Stock 
No. 37, quarterly, $1.25 per share 
payable on May 15, 1941, to holders of 
record at close of business April 19, 1941. 
How.anp H. PE tt, Jr. 
Secretary 





April 3, 1941 














Q.C.£- 


AMERICAN CAR AND FOUNDRY 
COMPANY 
30 CHURCH STREET 
New York, N. Y. 
There has been declared a quarterly dividend 
of one and three-quarters per cent (14%) 
on the preferred capital stock of this Com- 
pany, payable April 19, 1941 to the holders 
of record of said stock at the close of busi- 
ness April 12, 1941. 
Transfer books will not be closed. Checks 
will be mailed by Guaranty Trust Company 
of New York on April 19, 1941. 
CHARLES J. Harpy, President 
Howarp C, Wick, Secretary 
April 1, 1941 








CONTINENTALCANCOMPANY , Inc. 
The second quarter Interim divi- 


dend of fifty cents (50¢) per share 
Giem on the common stock of this 
Company has been declared pay- 


able June 16, 1941, to stock- 
holders of record at the close of 
business May 24, 1941. Books will not 
close. J. B. JEFFRESS, JR., Treasurer. 











LOEW’S INCORPORATED 


‘THEATRES EVERYWHERE’ 
April 4, 1941 
THE Board of Directors on April 2nd, 
1941 declared a quarterly dividend of 
$1.62%4 per share on the outstanding 
$6.50 Cumulative Preferred Stock of this 


Company, payable on the 15th day of 
May, 1941 to stockholders of record at the 
close of business on the 29th day of April- 


1941. Checks will be mailed. 
DAVID BERNSTEIN 


Vice President & Treasurer 








Attention Treasurers! 


Leading corporations run their 
current dividend notices with us! 
They know that ALL of our read- 
ers are stockholders of record, 
seeking investment for their sur- 
plus funds. 

What better audiences could you 
possibly find to place your divi- 
dend notices before? 

This is an inexpensive way to 
build permanent stockholders—to 
build confidence among security 
holders in your company and its 
current management. 

Why not schedule your next 
dividend announcement with us? 
The cost is but $1.00 per line! 


Address—Advertising Department 
90 Broad Street New York, N. Y. 














Commission will do all in its power 
to facilitate the refunding of matur- 
ing indebtedness, not by the issu- 
ance of long term obligations but by 
the sale of equities. The market is 
not in a satisfactory position to ab- 
sorb any quantity of new public 
utility equity offerings due in great 
part to uncertainties over the Com- 
mission’s possible position. With 
that body more lenient toward util- 
ity equity sales either for the pur- 
pose of refunding senior obligations 
or to conform with the Public Utility 
law, it is not unlikely that a fairly 
strong utility market may later de- 
velop. At any event, any time that 
a debenture or a bond is replaced by 
common stock, it improves the liqui- 
dating and earnings position of ex- 
isting equities by the amount of 
prior obligations which is displaced. 

Even to acquire new money for 
improvements where no assets need 
be sold, it is probable that the Com- 
mission’s lead will be followed and 
an attempt to finance the require- 
ments will be made by selling pre- 
ferred or common stocks and thus 
stimulate the utility stock markets 
with benefit to old as well as new 
securities of the equity type. 

It has not been meant to infer 
that we are on the verge of an all-out 
bull market in utility shares for 
there are many adverse factors pres- 
ent which are out of the control of 
any Government agency at the pres- 
ent time. Specifically, these factors 
are rising state and municipal taxes 
and higher labor costs. Rates, of 
course, can either stand still or head 
downward in spite of any set of cir- 
cumstances. Thus, no such earnings 
as in earlier years of the century are 
likely for any of the utility compa- 
nies, either holding or operating. 
What is meant to point out, how- 
ever, is that many of the preferred 
stocks of the top holding companies 
have an excellent asset coverage 
which is more often than not con- 
siderably in excess of prevailing mar- 
ket quotations for the shares. 

There is, of course, a certain de- 
gree of speculative risk involved due 
to the fact that many of the plans 
for reorganization are only tentative 
and subject to considerable legal ar- 
gument before they are made effec- 
tive. Even after that point there will 
be the time required to negotiate the 
sale of the undesired assets and other 
steps which will be necessary to com- 
plete the plan. An offset against 


these uncertainties is the assurance 
that some plan or another will event- 
ually be enforced and that all of the 
plans will definitely provide for the 
integration of properties and simpli- 
fication of the capital structure. 
Moreover, these assets which are to 
be disposed of are not likely to de- 
crease in value as time goes on so 
that their eventual distribution to 
the preferred stockholders may well 
be at an even higher rate than would 
be possible if the distribution were 
to be accomplished today. 

Undeniably the shares must be 
classed as speculative but not in the 
usual sense for there is considerably 
more information available on them 
than is the case in ordinary specula- 
tive situations and many of the past 
uncertainties which helped drive 
their market values down to previ- 
ous low levels have since been clari- 
fied. 

Although the case of the common 
shares of the holding companies is 
not quite so well defined as is that 
of the preferreds, the SE C has in- 
dicated that even these equities will 
receive consideration in the event of 
voluntary dissolution. However, 
what the consideration may be is 
problematical and contrary to the 
case for the preferred shares, assets 
in liquidation are currently available 
for very few holding company com- 
mon stocks at the present time. 





Another Look At... 





(Continued from page 33) 


apparent in current quotations for 
the stocks. The common has by far 
the least to gain over the nearer 
term and as such has little to rec- 
ommend its purchase other than the 
very low price at which it sells. 


Oliver Farm Equipment Company 


A combination of lower foreign 
sales and later restrictions upon the 
marketing of Canadian wheat helped 
to hold Oliver Farm Equipment 
Company’s total sales at just below 
1939 levels during 1940 despite bet- 
ter than average domestic sales. 
However, increasing operating effi- 
ciencies served to bring a larger pro- 
portion of operating income down to 
operating profits and despite more 
than a 50 per cent increase in taxes, 


net profit was more than double that 
of the previous year at $866,445. 

Oliver Farm Equipment has a 
small capitalization—337,786 shares 
of no par value capital stock—and 
this is reflected in the earnings lever- 
age of the shares. On an increase 
of approximately $436,000 in net 
profit, earnings per share of capital 
stock rose to $2.56 as compared with 
$1.26 for the previous year and only 
$0.18 a share in 1939. 

The company’s 1940 financial po- 
sition was strong with a current as- 
set ratio of better than 7 to 1 and 
cash of nearly $3,000,000, more than 
ample for the company’s immediate 
needs. The present financial status 
of the company marks a successful 
termination of an effort to rebuild 
working capital. This same en- 
deavor has held dividend payments 
in check during recent years and its 
achievement was marked with the 
restoration of such disbursements 
last year when $0.50 a share was 
paid. Long and short term notes 
payable amounted to about $3,000,- 
000 at the close of the year but only 
about 10 per cent of this amount was 
short term, and cash on hand was 
adequate to provide for all nearer 
term maturities if such a step should 
become necessary. 

It is not probable that the com- 
pany will show any startling gains in 
sales during 1941 and, in fact, will 
do well to hold to last year’s levels. 
This is mainly upon the expectation 
of continued restricted foreign busi- 
ness. Domestic sales should hold 
up well and perhaps improve in 
some lines. As a case in point, the 
company expects sales of its new 
small combine to help business, as 
should the new one-row corn picker 
and small tractor. In last year’s 
sales were included metal bomb 
packing crates made for the Govern- 
ment, but these sales accounted for 
only about 1 per cent of the total 
and much less than that proportion 
of the profits. 

Considering the very small capi- 
talization and the now satisfactory 
earning power of the company, the 
shares are selling at reasonable 
levels. There are, however, no im- 
portant pending developments which 
might afford the issue a highly at-- 
tractive flavor, although over the 
longer term it is possible that some 
improvement will be seen in the mar- 
ket’s appraisals of the volatile com- 
mon stock. 
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Evaluating 1941 Profits on 
Defense Orders 





(Continued from page 15) 


indicated in the comprehensive sur- 
vey of the aircraft industry in an- 
other section of this issue its backlogs 
are so enormous that a huge increase 
in shipments may reasonably be 
expected. 

U. S. Steel, the possessor of the 
third largest defense contracts, has 
a better chance of higher net income 
this year over 1940 than does 
Bethlehem Steel. This is so because 
of a more favorable excess profits 
tax base. In 1940, Bethelhem Steel’s 
estimated excess profits tax credit 
on an invested capital base was 
$12.00 a share, compared with re- 
ported net income of $14.04 a share, 
while that of U. S. Steel was $10.55 
a share, compared with $8.84 a share 
earned last year. U.S. Steel on the 
1941 basis of potential taxation 
would have shown about $7.50 a 
share last year. On the old tax 
basis, the company currently is earn- 
ing at the rate of about $13.00 a 
share; taxes thus could be raised 
about $4.00 a share without lower- 
ing 1940 net. On the possible 1941 
tax basis, the company still might 
be able to show as much as $10.00 a 
share for this year. 

Taking still another example— 
New York Shipbuilding—holder of 
the fourth largest total of contracts, 
there is a strong shrinkage of profit 
margin in sight for it, too, but its 
total business on hand ($434,000,- 
000) is almost ten times its gross 
billings for the year 1940, or enough 
for ten years of such activity as in 
the past year when the company 
earned $4.54 a share. Full tilt op- 
erations should produce big gains in 
gross over 1940 and some increase in 
earnings, too. One noteworthy con- 
sideration is that shipbuilding is so 
much in the public eye as part of 
the defense backbone that it is 
doubtful if a strike in the industry 
would be long permitted. The same, 
of course, would apply to aircraft. 
‘Taxes will do some heavy absorbing, 
as may be seen in the fact that com- 
puting on the basis of the most 
‘broadly discussed _ potentialities 
(both as to Federal normal and ex- 
‘cess profits tax changes), the com- 
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Consistent Accuracy in Gauging 


TODAY’S WAR MARKETS 


b Thursday, April 3rd, the market reached the peak of its 
recent advance at 124.65. 
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the initial impact of Nazi successes in the Balkans. 
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February 26 . . . Dow-Jones Industrials 122.39 . . . "On an extension of the 


present rally to the 124- 


which face a restricted outlook and also the taking of profits on short term 
March 19 . . . Dow-Jones Industrials 123.55 . . . "Your market 


commitments." 
action at this time should 


and weed out dubious holdings at the 124-126 range." 
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HIS topping out of the market has been indicated for several weeks by 
THE TREND LETTER as shown by these excerpts from our bulletins: 


126 range, you may consider closing out your issues 


be governed by our advice to take short term profits 








The Complete Service 
The Trend Letter Will Bring 
You Every Week ... 


iP Foreeast of the Market 
- review and projection 
of technical and basic 


factors. 
D. The Magwall Trend Indi- 
e . 
eator . . . graphically 


shows market’s relation 
to business activity. 
3 Suggested Trading and In- 
. : 
vestment Policy. 
4. Dow Theory Interpreta- 
tions. 


You Will Also Receive . . . 


5. Telegrams... Collect... 
of Important Market 
Trend Changes . . . When 
to Buy and Sell. 


6. Weekly Bulletins and Spe- 
cial Wire Confirmations 
by Mail. 


Our subscribers, therefore, are ready to take full ad- 
vantage of the next recovery phase. Their short term 
capital is entirely liquid; their investment capital is 
only 20% employed, at 119.81 Dow-Jones Industrials. 


The Record Since War Started . . . 24!/> points 
gain in the averages .. . while the market declined 
18!/, points ... a differential of 43 points. Week- 
ly Trend Letter Service has made this outstanding 
record in the past 19 months of intricate war mar- 
kets. Note from the above graph how, last year, 
our clients were counseled to sell within a few 
points of the exact top . to buy near the 
extreme bottom. Important turning points and 
movements were indicated with expert regularity. 


Enroll with THE TREND LETTER today to capitalize 
on the decisive market move now developing .. . 
probably the major one of 1941. We extend to you 
our special offer of 6 month's complete service for 
$30 or a full year at $50. 
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pany’s earnings last year would have 
been $3.38 a share, rather than the 
$4.54 actually reported. 

As defense money flows into all 
possible industrial crevices, it is in- 
teresting to see where new bene- 
ficiaries might be. Two major in- 
dustries which have received but 
small benefits from our armament 
program (the office equipment and 
the agricultural machinery indus- 
tries) seem headed for considerably 
larger defense orders; if present 
spending plans are carried out, sub- 
stantially thicker and repeatedly 
thicker layers of assignments will be 
placed on these as well as all reason- 
able potential takers in the entire 
American business structure, but 
profit margins just as progressively 
will grow thinner and thinner. 





Happening in Washington 





(Continued from page 17) 


&% provision which would create a 
waiting period and also force em- 
ployers to mediate; some means of 
requiring unions to permit non- 
union men to work where there is 
a shortage of union men and without 
requiring high fees for temporary 
work permits, and yet at the same 
time not making the closed shop or 
collection of union dues illegal; some 
way of preventing strikes over juris- 
dictional disputes. Union fees and 
jurisdictional strikes have little sym- 
pathy in Washington and less with 
the public, but so far no workable 
plan has been evolved to cure them 
without virtually —emasculating 
unions, 

Labor leadership is divided on the 
proper course. Some think labor 
should strike while the iron is hot 
and that now is the time to get 
recognition and wage increases. 
Others fear that too militant action 
now will bring on a quick and violent 
reaction in the form of repressive 
legislation which will wipe out 
labor’s social gains for years to come. 
Most of Washington political ob- 
servers agree with the latter group 
that strikes in defense industries 
and unpopular and that unreasonable 
union demands and practices will 
prove to be a boomerang and that 
labor may soon discover it has lost 
most of its political support and 
a great deal of its power. 





The Economic Balance of 
Power 





(Continued from page 22) 


against Yugoslavia—even if the 
country is eventually conquered— 
will be costly in delayed output and 
transportation of bauxite, copper, 
chrome ore and antimony. No mat- 
ter how efficient the organization of 
the German-controlled Continent, 
however, it cannot be made into a 
self-sufficient unit. Conquest may 
have solved the problem of iron ore 
supply and eased the crude oil short- 
age, but many others still remain: 
shortages of fodders and edible fats, 
of ferro-alloys and _ non-ferrous 
metals. Above all, there is a shortage 
of labor, for to create a ton of syn- 
thetic gasoline ten times as many 
men are required as to make it out 
of crude oil. 

The pressure for resources and 
the need for opening up land con- 
nection to the Near East and Africa 
is undoubtedly the chief motive be- 
hind the present struggle in the 
Balkans. But at the same time this 
struggle offers to the British an op- 
portunity to keep the back door to 
the Continent open and to sap the 
Reich’s economic resources by the 
continuous military operations. 





Capitol Briefs 
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Farm price program is designed to 


* raise prices of agricultural products 


a little, partly for political reasons, 
partly to stimulate production to 
the level of anticipated British 
needs. Consumers will suffer some, 
and the danger is that the farm 
prices may pyramid, resulting in 
considerably higher food prices 
which will bring demands for wage 
increases and higher prices for other 
things. 


Defense bond sales program will be 
launched with a bang May 1 with a 
big propaganda campaign to catch 
small savings. If ballyhoo and ap- 
peals to patriotism don’t sell enough, 
there are plans for what amounts to 
forced lending by having employers 


take a slice from payrolls to be put 
into defense bonds or savings 
stamps which can be converted into 
bonds. 


Anti-trust enforcement is not be- 
ing curtailed by the defense pro- 
gram. On the contrary, Congress 
is voting even more money for en- 
forcement, and Thurman Arnold 
has big plans for grand jury investi- 
gations of many industries. Threats 
of prosecution are bringing consent 
decrees on a wide scale, and observ- 
ers note that very frequently such 
decrees impose restrictions on busi- 
ness of much greater severity than 
the laws themselves. Thus Arnold 
no longer feels any need for new 
legislation amending the anti-trust 
laws. 


T N E C report was considered a 
dud because its recommendations 
were not novel and were far less 
sweeping than was anticipated when 
the monopoly investigation began. 
But by themselves the proposals are 
drastic enough, and would alter 
many business practices and impose 
new - government controls. They 
may be overlooked by Congress for 
a while, but legislation to apply 
them all is being drafted and may 
get through one at a time. 


Social reform is not smothered by 
national defense. A strong govern- 
ment lobby is at work trying to use 
defense as a reason for new legisla- 
tion giving the Federal government 
more powers over business activity. 
Samples: extension of the social 
security system, health insurance, 
regulation of causes of occupational 
diseases, conservation of natural 
resources. 


Tax legislation is being drafted but 
won’t be enacted for a couple of 
months or more. Processing taxes 
and the undistributed profits tax are 
being discussed again, but the next 
bill probably will be confined to 
upping excess profits and normal 
corporation and individual rates. 
Business interests will fight to retain 
recognition of a fair method of figur- 
ing normal profits, regardless of 


what excess profits taxes are im-, 
posed, on the theory that the nor- 
mal rates will continue for a long’ 


time to come. A general sales tax 
is not expected this year. 
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For Profit and Income 





(Continued from page 35) 
waft is the manufacturer. . . . Out- 
it of magnesium by Dow Chemical 
will be doubled this year. . . . Manu- 
ficturers of standard price products 
sich as confections, foodstuffs, soap, 
ec, may resort to smaller packages 
ir lieu of raising prices to offset high- 
ea costs. ... First quarter earnings 
of National Biscuit will be about the 
sme as a year ago—38 cents for 
the common stock. . . . Earnings of 
General Foods in the first quarter 
were well in excess of dividends. .. . 


New Records for 
Westinghouse Electric 


At the annual meeting of stock- 
holders of Westinghouse Electric, it 
was announced that today the com- 
pany is employing more people than 
at any previous time in its history. 
Likewise, unfilled orders were larger 
than ever before. Backlog totaled 
§285,000,000, of which about 70 
per cent was in connection with the 
national defense program. Orders 
hooked in the first three months of 
this year amounted to $145,620,948, 
or 123 per cent ahead of the same 
period of 1940. However, some of 
the edge was taken off all of this 
sool news by the statement of the 
president: “In view of the unprece- 
dented increase in the company’s 
business which is largely due to or- 
ders for national defense, the 
thought might arise that profits 
during the coming year will be high. 
The business of the company should 
be good, but after meeting taxes 
and ordinary and extraordinary ex- 
penses, profits will not be above 
normal. As a matter of fact, unless 
commercial business keeps up, some 
divisions may operate at a loss.” 


Louisiana & Arkansas Ist 5's "69 


Among medium grade bond issues 
attractive on a yield basis, Louisi- 
ana & Arkansas Ist mortgage 5’s, 
1969, seem worthy of investment 
consideration. Recently quoted at 
86, the bonds afford a current return 
of 5.8 per cent. The road, controlled 
by Kansas City Southern, is com- 
paratively small. . Its 725 miles of 
line extend from north Texas to New 
Orleans, while another division ex- 
tends fréin southern Arkansas south 
and east to Alexandria and New 
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“KEEP THE FAITH” 
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The Buddy Poppies are 
made by disabled ex-ser- 
vice men patients in gov- 
ernment hospitals. The 
Sale is held nationally 
every year during the 
week of Memorial Day. 


The Veterans of Foreign 
Wars use all proceeds of 
the Sale for relief and wel- 
fare work, including an al- 
lotment to the V.F.W. Na- 
tional Home for Widows 
and Orphans of Ex-Service 
Men at Eaton Rapids, Mi- 
chigan. 











Orleans. Traffic composition § in- 
cludes petroleum products, forest 
products, sugar, gravel, sand and 
cotton. Funded debt, in addition to 
the $16,000,000 first mortgage bonds 
in question, includes $790,000 equip- 
ment trust certificates. The road 
was one of that select group of car- 
riers which was successful in earn- 
ing fixed charges in every year of the 
depression ’30’s. Recent years have 
shown an improved margin of cov- 
erage for fixed charges: 1.82 times 
in 1940, which compared with 1.89 
times in 1939, the most favorable 
margin in recent years. Mainte- 
nance expenditures have been on a 
generous scale, and if necessary it 
is possible that sufficient savings 
could be made in this item to enable 
the road to largely offset the in- 
creased wage bill which will be in 
effect this year. Gross revenues rose 
8 per cent last year, while net oper- 
ating income was up 9 per cent. 
Financial position is comfortable. 
With thé likelihood that the foad’s 
territory will experience further in- 


dustrial growth, current prospects 
appear favorable for further impor- 
tant gains in both gross and net. 
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(see table for those companies pro- 
ducing commercial planes) have by 
no means lost ground in their origi- 
nal aims for great passenger and 
cargo fleets of the air. Extremely 
rapid write-downs of new plants— 
five years, or less in some instances 
—will contribute toward giving the 
industry a sound base for the even- 
tual commercial and civilian plane 
boom, but some of the currently 
borderline companies and many new 
companies which ultimately place a 
stake in the aviation industry will 
find the competition from the well- 
established companies too difficult 
to survive through the inevitable 
occasional lean periods. 
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by the uncertainty of unfriendly 
French in Syria. If the Axis wrests 
control of the Mediterranean from 
the British, there is little doubt that 
Turkey will permit the transit of 
German troops through her terri- 
tory. A victory in the Mediterra- 
nean would enable Hitler to break 
the British blockade. 

The Nazis are promising the 
earth in their diplomatic offensive 
and while the British too have been 
bargaining similarly, it is a matter 
of who can deliver. However, as 
we all know, there is many a slip 
between the cup and the lip, and 
much can happen to upset Hitler’s 
calculations. 

There is one thing that should 
have given us an indication as to 
Britain’s real strength in the Near 
East and that is Britain’s failure 
to attack the Roumanian oil fields, 
her failure also to declare war on 
Bulgaria and harass German con- 
centration of troops, munitions and 
supply lines there last winter. This 
is a crucial time in the life of the 
British Empire and it does not 
seem reasonable to believe that the 
British would stand on technicalities 
at such a time if she had been suffi- 
ciently strong to back up a declara- 
tion of war on either Roumania or 
Bulgaria under the circumstances. 


AND NOW 


If German losses are too great, it 
is quite possible that Hitler will seek 
to establish a line in the hope of 
forcing the Allies into a defensive 
position. At the same time, he will 
attempt to push ahead into Egypt 
and if the opposition gets too strong 
here, he is likely to resort to the 
same tactics. Simultaneously we 
can expect Hitler to make an all-out 
attempt to take the British Isles 
and that Japan will use her newly 
gained freedom to move southward. 

In the meantime, the danger for 
the United States grows, for a vic- 
torious Germany would greatly 
affect the attitude of South America 
towards the United States. It will 
encourage underground Nazi and 
Communist movements to stir up 
trouble internally. 

It seems that the time has come 








For the Business Man 


THE UNITED STATES AND 
JAPAN'S NEW ORDER 


WILLIAM CRANE JOHNSTONE, JR. 
Oxford University Press. 385 pp. $3.00 


Whether or not the United States and Japan 
ever engage in war, Jana is certain to figure 
prominently in many of our forthcoming inter- 
national policies and decisions. This is a book 
which should fully acquaint the general reader 
with all phases of the Japanese question and, 
the issues involved, laid against a broad his- 
torical background. The author concludes his 
book with definite advice and recommendations 
designed to preserve our prestige and status 
in the Far East. The author is well qualified 
to present a realistic case and brings to his 
discussion a wealth of knowledge gained 
through many years of travel throughout the 
Far East. 
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THE ARMED HORDE 1793-1939 


HOFFMAN NICKERSON 
Putnam. 425 pp. $3.50 


Mr. Nickerson in his previous books dealing 
with military subjects firmly established his 
analytical and discoursive ability to deal with 
the methods and theory of military enterprise. 
In his latest book the author undertakes a study 
of the rise, survival and decline of the mass 
army. The final chapters deal with the search 
by military people everywhere for more eco- 
nomical methods, and the results of a new 
military theory in the opening stages of the 
present war. The student of military science 
will find this an invaluable and timely contri- 
bution to the subject. 
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THEY'LL NEVER QUIT 
HARVEY KLEMMER 
Wilfred Funk, Inc. 321 pp. $2.50 


This book by a former attache of the Amer- 
ican Embassy in London is exciting reading. 
Mr. Klemmer points out in no uncertain terms 
that England can take it. What is more im- 
portant, he tells about the morale of the aver- 
age man and woman. According to the author, 
their spirit is undaunted. They’ll Never Quit 
is replete with grit, humor, danger, and hope. 
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THE SOVIET POWER 


HEWLETT JOHNSON, Dean of Canterbury 
Modern Age Books. 352 pp. $2.50. 


If these are the facts ... and one can hardly 
doubt that they are not, coming from so able 
a scholar, writer and churchman ... reading 
this book should prove a revelation on what the 
Soviet has accomplished, economically, indus- 
trially and educationally. The pro-Soviet sen- 
timents of the writer are obvious and the rea- 
soning sometimes too much of an idealist 
oblivious of the realities of Russia’s position 
in the present world conflict ... but his ap- 
praisals of the internal situation of the U.S.S.R. 
are there for those who are willing to weigh 
them with an open mind. 


These books may be ordered from The Magazine of Wall Street book department. 








UNDER THE IRON HEEL 
LARS MOEN 
J. B. Lippincott Company, 350 pp. $2.75 


A factual story of Belgium under Nazi occn. 
pation from May until October, 1940 Mr. Moen 
arrives at some interesting conclusions . , , 
the Belgians believe that the Germans will not 
win the war... the morale of the Germay 
soldier is not all it should be, although it wil] 
be a long time before it cracks. The food 
problem is growing acute. Although there ig 
still food in Belgium, raioning is becoming 
stricter. The average person receives food 
sufficient for one inadequate meal per day. 
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RANDOM HARVEST 
JAMES HILTON 
Atlantic Monthly. 327 pp. $2.50 


A story of an Englishman, Charles Rainier, 
an industrialist, mmeber of Parliament and a 
magnate. Rainier was in the last war and was 
a victim of shellshock. He rediscovers his 
identity, but there is always a dark corridor 
in his mind. At times he recognizes faces and 
places from his past, but these are only momen- 
tary flashes. Finally, under rather unusual 
circumstances, his lost years come back. 
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AXIS AMERICA 

HITLER PLANS OUR FUTURE 
Robert Strausz-Hupe 

G. P. Putnam's Sons. 274 pp. $2.50 


A very clear statement of the attitude of 
Germany, Italy, and Japan toward the United 
States There disclosures are based on actual 
documents that have been circulated in the 
Axis countries. The Nazis, according to the 
author, have plans to make us conform to their 
own ideas. He tells of Germany’s plan to 
destroy the United States and to dominate 
South America. 


DELILAH 
MARCUS GOODRICH 
Farrar & Rinehart. 496 pp. $2.75 


* Delilah was very slim and light. She was 
always tense, often atremble ... ’’ Delilah 
was a destroyer in the United States Navy. 
This is an exciting book, adventurous and full 
of suspense. Mr. Goodrich tells us of Delilah 
and of the officers and men aboard her 
It is a story of the Navy and its traditions. 
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CHINA SHALL RISE AGAIN 


Mme. Chiang Kai-Shek 


Harper & Bros. $3.00 

Mme. Chiang Kai-Shek does not devote h é 
talents in this book to propogandizing the 
Chinese cause, but presents her case frankly 
and revealingly. The book is replete with 
criticism of Chinese faults and weakness. The 
major point, however, is the great strength 
which China is drawing from her adversities 
and the growing unity and progress which may 
in the end prove to be a real boomerang to 
Japan’s efforts to establish a ‘‘New Order 


»»e«« 





for our Government to take drastic 
steps to solve our internal problem 
—to adopt the necessary measures 
to assure ourselves of adequate pro- 
tection. For months now, our war 
effort has been held back by those 
who either refuse to recognize that 
the British Isles constitute our first 
line of defense or by subversive ele- 
ments and fifth columnists who were 
deliberately trying to sabotage our 


efforts at a time when production 
and delivery of material should have 
been at its peak. How much longer 
will we continue to dawdle or mud- 
dle through? This is the time for 
action if we are to meet the issue 
squarely —ie., whether Berlin or 
Washington is going to be the capi 
tal of the world, because the burden 
of the defense of the democratic 
way of life is falling on our shoulders. 
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